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INTRODUCTION 


A. BACKGROUND 

During 1972, it was recognized that an impasse had 
been reached with respect to the installation of further 
pollution abatement facilities in a number of major pulp 
and paper plants in Ontario. In response to this, and at 
the behest of Mr. Everett Biggs, Deputy Minister, Ministry 
of the Environment, several meetings were held among represent- 
atives of the Ministry of the Environment, the Ministry of 
Natural Resources and the Ministry of Treasury, Economics and 
Intergovernmental Affairs. These meetings resulted ina 
number of position statements and policy proposals and a 
consensus that a broad approach to the problems was required. 
However, no actual changes in policy came out of these 
meetings and the issue which gave rise to them, that of 
inactivity by pulp and paper plants in reducing their 
effluent loadings, has continued into 1974. 

A second initiative was taken in mid-1973 by the 
Ministry of the Environment when it submitted proposals for 
a system of loans to the pulp and paper industry to assist 
with the financing of pollution control. This proposal was 
rejected because of arguments presented by the Ministry of 
Natural Resources to the effect that pollution control should 
be part of an industry wide rationalization program which 


was in the process of being worked out. 


Since then, discussions have continued between 
representatives of the Ministry of the Environment and the 
Ministry of Natural Resources to see how and in what way 
industry rationalization, supported in part by funds from 
the Department of Regional Economic Expansion, could be 
achieved. Although it is premature to assess the outcome 
of these discussions, it seems unlikely that they will provide 
anything more than a partial solution to the problems of 
pollution control in the pulp and paper industry. 

In view of these difficulties with the development 
of appropriate changes in policy and in the application of 
existing policies, the Strategic Planning Branch of the 
Ministry of the Environment undertook in July 1973 to study 
the pulp and paper industry and its problems in as broad a 
Manner as possible. After the dissolution of the Strategic 
Planning Branch upon the reorganization of the Ministry in 
April 1974, responsibility for the study, which was already 
well under way, fell to the Special Studies Section of the 
Environmental Approvals Branch. 

B. OBJECTIVE 

The primary purpose of this study is to evaluate 
alternative policies for achieving increased pollution 
control in the Ontario pulp and paper industry. In order 
to achieve as comprehensive an evaluation as possible, it 


was necessary to gather data from numerous sources and to 


develop a substantial quantity and range of information 
about the industry and the impact of its activities on the 
Ontario economy and environment. 

In particular, the study investigates the present 
economic characteristics of the industry and the expected 
future profitability and growth of the industry; the 
environmental benefits of pollution control at each pulp 
and paper mill which discharges effluent directly into 
Ontario waters; the economic and social significance of 
these pulp and paper mills to the communities in which they 
are located; and the costs of various degrees of pollution 
control to the companies and to the provincial and federal 
governments. 

One Lhesbasisi of thistintormation,: much*ot which 
is developed on a mill by mill basis, alternative policies 
for pollution control are evaluated within the broad context 
of government goals for economic and social development as 
well as for pollution control. 

C. PLAN OF THE STUDY 

The study consists of five chapters, each of 
which is supported by one or more appendices. It begins 
in chapter II with a survey of the legal instruments for 
pollution control which are currently available under 
provincial and federal legislation. In chapter III, the 


structure of the pulp and paper industry and the economic 


condition of the markets relevant to the industry in Ontario 
are analyzed. Environmental problems and the effects of 
specific changes in waste discharges at each mill are examined 
in chapter IV. Chapter V contains an assessment of the 
importance of each mill to its respective community and in 
chapter VI alternative policies for pollution control are 
described and analyzed in considerable detail. 

D. LIMITATIONS OF THE STUDY 

Due to limitations in time, resources and data, 
the study has been modified somewhat from the original 
research proposal (which is presented in Appendix A). While 
each component of the analysis has been studied as intended, 
the scope of the project has had to be limited in several 
ways. Detailed quantitative analysis of technical abatement 
alternatives and their costs have been completed for two mills 
rather than all of them. Furthermore, the analyses have been 
limited to water pollution because information about the 
technology and the costs of treating airborne emissions for 
pulp and paper plants is not readily available. 

The analysis is also restricted to examining the 
consequences of applying alternative environmental policies 
to a single industrial sector. This may be deficient in 
that a plant belonging to one industrial sector may not be 
the only significant discharger of wastes to a particular 


water body or "air shed". Comprehensive regional programs 


may be required to achieve equitable and efficient improve- 
ments in environmental quality when there are multiple sources 
of discharge into complex environmental systems. This is 
acknowledged by the Canada Water Act and the Canada Clean 

Air Act. However, administrative inertia, jurisdictional 
jealousies, interest group conflicts and the general absence 
of social mechanisms for implementing a comprehensive approach 
have led the federal authorities to adopt a direct regulatory 
approach based on the application of "best practicable 
technology" in processes and treatment throughout the country. 
Similarly, in Ontario comprehensive environmental management 
has not prevailed and the provincial policies and programs 

for pollution control have been specific to each industry. 
This study reflects this fact although the information and 
much of the policy analysis presented in the study has 

direct relevance to the development of regional environmental 


management programs in Ontario. 
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CHAPTER I1 


SURVEY OF EXISTING LEGAL INSTRUMENTS OF 
POLLUTION CONTROL FOR THE PULP AND PAPER 
INDUSTRY IN ONTARIO 
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SURVEY OF EXISTING LEGAL INSTRUMENTS OF 
POLLUTION CONTROL FOR THE PULP AND PAPER 
INDUSTRY IN ONTARIO 


INTRODUCTION 

Environmental policy programmes must be formulated 
and implemented in accordance with and in consideration 
of the legal framework of the province. This framework 
includes much more than the environmental statutes such 
as the Ontario Water Resources Act and the Environmental 
Protection Act. Laws which permit the taxation and regu- 
lation of the pulp and paper industry, court decisions, 
local bylaws, agency regulations and administrative policy 
are all important aspects of the legal environment worthy 
of consideration. It is necessary, therefore, to become 
informed about that part of the corpus juris which is 
relevant to pollution control and to the pulp and paper 


industry. 


This chapter contains a survey of the various com- 
ponents of common law which can have a bearing on pollu- 
tion abatement in the pulp and paper industry. This survey 
is accomplished in the following manner. The Constitutional 
division of powers among the federal, provincial and local 
governments are defined in section B as they relate to the 
environment. In section C there is a summary and annotation 
of federal and provincial statutory instruments pertaining 
directly to pollution control and those aspects of criminal 
law, industrial regulations, taxation and legal instruments 
for economic development and research which are relevant to 
environmental issues. The authority of the municipalities 
in which pulp and paper mills are located is investigated 
in section D. The investigation includes the results of a 
questionnaire and follow-up phone interviews. The record 
of prosecutions against pulp and paper companies by the 


Ministry of Environment is reported in section E. Prior to 


current specific pollution control legislation, “ines 
viduals sought redress and correction of pollution con- 
trol damages through the common law courts. This avenue 
remains and is still used on occasion. The various 
"causes of action" for initiating private proceedings 
concerning environmental damages are discussed in 

section F along with a number of the landmark court deci- 


sions relevant to environmental law. 


CONSTITUTIONAL DIVISION OF POWERS 

There are three levels of government in Canada: 
federal, provincial and municipal. The British North 
America Act, which structured the original division of 
powers among them, has not been revised with respect to 
that division since 1867. It has been a charge upon the 
legislatures and the courts to translate the rigid, 
generalistic phrases of that document into a system 
adapted to the complexities of modern society. When, how- 
ever, a whole new class of concern arises - one which was 
not even contemplated by the drafters of the B.N.A. Act - 
there can be no swift and final allocation of the power 
to encompass it. The courts proceed on a case-by-case 
basis and are loathe to speculate on contingencies beyond 
the facts at hand. From an examination of past precedents, 
they derive principles and analogies to govern present 
uncertainties. The result, unfortunately, can be a patch- 
work of strained interpretations, none of which resolutely 
faces the practical problem. Uncertainty of jurisdiction 
may inhibit development of an energetic, co-ordinated 


program at any level of government. 


Environmental protection is a classic instance of 
this constitutional dilemma. There is no one national 
head of power covering all incidents of environmental de- 
gradation; jurisdiction to apply effective policy instru- 
ments is split, and sometimes shared, between all three 


levels of government. 


It is important to note that the initial power to 
control any property lies with the entity which owns it, 
but that some other body may have concurrent or pre-emptive 
rights over that same property in certain circumstances. 
These non-proprietary law-making rights flow from the fact 
that the B.N.A. Act (sections 91, 92) assigned to each level 
of government the power to make laws in relation to certain 
classes of subject matter, regardless of where the actual 


ownership may reside. 


The following Table II-1l represents a summary of 
the jurisdiction of the three levels of government over 
policy tools which might be brought to bear, directly and 
indirectly, on the pulp and paper industry in Ontario.+ 
Note that municipalities have no original powers. They 
are creatures of the province by virtue of s.92(8) of the 
British North America Act. Each province may arrange a 
different balance of power between itself and its muni- 
Cipalities by delegating to them certain powers from 
within its own jurisdictional range. The municipality 
functions as a subsidiary of the province and cannot exer- 


cise powers assigned to the federal government. 


1 For a lucid analysis see Dale Gibson, "Constitutional 
Jurisdiction Over Environmental Management in Canada", 
(1973) University of Toronto Law Journal, p. 86. 
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The foregoing Table demonstrates how blurred in fact 
is the "exclusive" jurisdiction which sections 91 and 92 of 
the B.N.A. Act purport to convey... fhe: situation is furthew 
complicated by the fact that a single enterprise may fall 


under the exclusive jurisdiction of both levels of govern- 


ment simultaneously. For instance, commercial fishing in 
Ontario has an aspect of property and civil rights for the 
fishermen themselves; it also fits into the larger picture 
of Inland Fisheries entrusted to federal power. Therefore, 
the two levels of government exercise concurrent powers. 
Even when legislation of one government does encroach upon 
mhe jurisdiction of the other, it. is sometimes legitimaceas 
This occurs when the offending section is incidental to a 
whole statutory scheme, and the fundamental thrust of the 


statute is within the rightful power of the enacting body. ® 


In two recent cases the constitutional implications 
of provincial legislation have been discussed at length. 
In March 1973, the Ontario Supreme Court overruled a County 
Court) decision that s; 14 of the Environmental Protection 
Act is ultra vires the Ontario legislature.” the trial 
court posited that pollution is of sueh Grave mMataonal 
concern that it belongs under exclusive federal jurisdiction 
by virtue of the "POGG" powers. 1g This contention was 
reversed on appeal; the subject matter dealt with is 
presently construed to be property and civil rights, and 


matters of a merely local and private nature.'+ While the 
Court of Appeal conceded there might be occasion for the 


federal government to act on its general power with respect 
to pollution, it strongly supported the predominant provincial 
right. The theory that jurisdiction over environmental issues 
is a residual subject matter for federal disposition was not 


spoken to. 


A-G Canada v Nykorak (L962): 33) Det oRowted) 373 (Sec) 


Prohibition to deposit or emit contaminants into the 
natural environment 


10 Unreported decision of Clendenning, J: Reg. v Lake Ontario 


Cement Ltd.; in: Provincial -Court,, Prince Edwasd County, 


Wun. 12° LoTs 
il Reg™y Lake Ontario Cement Ltd. 1 cec  (2d)o2 
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In June 1972, the Manitoba Queen's Bench confronted 
a constitutional question involving the right of a province 
to sue polluters outside the province for damage to 
commercial fisheries within its borders. ?? The court pain- 
stakingly canvassed each head of Federal and Provincial 
power, pertinent federal statutes, and all interpretive 
case law on jurisdiction over fishing and waters. It 
concluded that the Provincial Act was clearly legislation in 
respect of -the sproperty ‘rights in .fyshing ,and.:that, there :was 
no actual conflict between its provision and those of the 
existing federal statutes. Where pollution affects fisheries, 
therefore, there is concurrent federal-provincial dr LsSdiction 


to deal with the cause. 


Federal and provincial governments have adopted a 
conciliatory stance with respect to allocating powers over 
environmental protection. Rather than litigate the fine 
points of law, the federal government has deferred to 
provincial powers, and has adopted administrative formulae 
for integrating its legislative input with that of the 
provinces. For instance, the Canada Water Act envisions 
joint federal water quality management agencies, able to 
exercise ethe powers .of, both, bevels .er .Jovernment..4-fhe 
federal Fisheries Act, R.S.C. 1970, F-14, is left to the 


Province of Ontario to enforce. 


PeeeuReG sev bs 50. and apevcen Chemicals, (1972) 5: WoW.R. 541, 
a Civil suit under the’ Fisherman's Assistance and Polluter's 
Liability Act, $.M. ODO, wieiesnaes 


ah Ouse 


C. STATUTORY INSTRUMENTS 


TwTrnCroouct zon 

There exist a host of federal and provincial statutes 
which have influences, direct or indirect, upon the 
abatement of air and water pollution from pulp and paper 
mills. One must not, however, isolate the secondary pro- 
cessing of wood products from the primary forest industry. 
Timber activities may alter the fundamental ecology of large 
areas and they have a profound effect on land as a recrea- 
tional resource. Moreover, economic incentives and 
disincentives cannot be applied to one aspect of the wood 
industry without considering how they will relate to the 
other. To ignore the fact that the economics of logging and 
secondary processing of wood products are intimately bound 


together is to invite frustration of any statutory scheme. 


The object of this section is to summarize the policy 
instruments affecting the Ontario wocd industry, at the 
provincial level, and at the federal level. In some cases, 
they appear for their value as alternative methods of 
management only, not having been applied in practice (the 


Canada Water Act, for instance). 


Note the variety of administrative approaches repre- 
sented in these legislative instruments, and the holeplics ty 
of public service and judicial bodies designated to implement 
them. These instruments were introduced one by one over a 
considerable period of time, each answering the exigencies and 
priorities of the day. Consequently, these Acts are lacking 
in policy direction and coordination. There also tends to be 
a diffusion of authority which impedes application of a 
satisfactory scheme for pollution abatement and economic 


incentive in the wood product industry. 


- 20 - 


An annotated list of the relevant Acts is presented 
on the following pages. The instruments are organized 
under the following functions: Regulatory Instruments 
for Pollution, Control, “Criminel "Law, Regulatory instru- 
ments for The Forest Products Industry, Taxation, Indus- 


trial and Regional Development and Research Incentives. 


Pent faa 


2. Regulatory Instruments for Pollution Control 


a. ONTARIO 


L.. MINLSTRY. .OF ENV ERONMENT ACT DoS .0 0.1970, GC. PLZ sens 
POO LO ey Cie hye Obs 
This Act states that the Minister shall preside over 
and have charge of the Ministry (s.2(2)), and is respon- 
Sible for the administration of any Act assigned to him 
by the Executive Council (s.4). The nature of his powers 


and duties will be defined by the Acts so assigned. 


ii. THE ENVIRONMENTAL /PROTECTION+ACT. %S.0.'. 19 Fl pgercG; 
anoG?2, ,eleooy rats CoLdog a. s 
This Act is a legal morass and a clear and reliable | 

interpretation has been almost impossible to obtain. Its 
scheme consists of setting down some general prohibitions 
with respect to emission of any contaminant into any part 
of the natural environment, and then creating specific 
procedures for regulating and permitting exactly such 
behaviour with respect to particular types and sources of 
contaminants. For the pulp and paper industry, the major 
pollution effects are on air and water. The general 
prohibitions apply to both spheres. ; 
Prohibition §.-(1) Wo person shall deposit itn, add to, 
 emtt or dtscharge tnto the natural envtronment any 
contaminant, and no person responstble for a source 
of contaminant shall permtt the addttton to, emission 
or discharge into the natural envtronment of any 
eontaminant from the source of contaminant, tn an 
amount, coneentration or level tin excess of that 
presertbed by the regulattons. 
Exception (2) Subsection 1 does not apply to animal 
wastes dtsposed of tn accordance wtth normal farming 


practi cess LGA hs 200, Co io 


= 19D 


Prohibition 14.-(1) WNotwtthstanding any other 
proviston of this Act or the regulations, no 
person shall depostt, add, emit or discharge a 
contamtnant or cause or permit the deposit, 
additton or emtsston or discharge of a contaminant 
into the natural environment that, 

(a) causes or ts likely to cause tmpairment of 
the quality of the natural environment for 
any use that can be made of it; 

(b) causes or is likely to cause injury or 
damage to property or to plant and animal 
LEree | 

(ec) causes or ts likely to cause harm or 
matertal discomfort to any person; 

(d) adversely affects or tis ltkely to 
adversely affect the health of any person; 

(e) tmpatrs or is likely to impatr the safety 
of any person; or : 

(f) renders or ts likely to render any property 
or plant or animal life unfit for use by 
man. US CORSCRLOGY SS 

Exceptton (2) Clause of a subsection 1 does not apply 
to antmal wastes disposed of itn accordance with 
WOVMAL “TAEMINGepVacircese LOL. C.86, 8, LO(2). 

(1) The word "contaminant" is defined in general terms in 
the interpretation section (1)(c), and is apparently 
subject to specific definition by regulation (s.94(1) 
(a)). Regulations may also exempt whole classes of 
potential conten iments. However, Since s.14 is 
introduced by the phrase "notwithstanding any other 
provision of this Act or the regulations", and proceeds 
LO re-assert the general prohibition, it is unclear to 


what extent: 


/13 At present the only exempted categories relating to water quality 
are agricultural wastes (s5(2) of Act) and substance used to 
remove road 1¢e4( 0; Reg 505/772) « 


(2) 


yy: a 


(ax) contaminants must be prescribed by 
regulation to qualify under the Act; 

Cixi) compliance with regulation offers 
protection from the general prohibition 


to a person discharging contaminants. 


Penalties for contravention of the prohibitions are 
a maximum of $5,000 per day for a first offence, 


and $10,000 per day for subsequent ones (s.102). 


A Director may issue a Control Order (s.6) with 
respect to any discharge which constitutes a 
Villalon vor SE ro YOR Leaves PSK Order ‘May Cala tor, 
cessation or regulation of discharge, the 
application Of Certain procedures, or tne 
installation of abatement equipment by a fixed 
time (S./0) .. The order is Variable (S:72)7 ana 
can be appealed (s.79). Where, in the Minister's 
opinion, there is immediate danger to life, health 
or property of people, he may issue a Stop order 
which operates as an immediate injunction against 
the discharge of the contaminant permanently or for 
a limited period “of. time (ssi °74-76) “. Violation oF 
a control or stop order creates liability to the 
general penalty of s.102, as set out above. However, 
so long as the control order is: complied with, “the 
person cannot be prosecuted under the general pro- 
WabrciOns Of so, fata (La oer 242s). 


(3) 


(4) 


Where a plant proposes any new facility, or 
alteration of an existing one, which will or may 
discharge chilien min eorticr air, (NoOtewater) 7 at 
must first get an approval from the Director of 
the Environmental Approvals Branch ae The 
Director's considerations in issuing, refusing, or 
conditioning the approval are to be: 
(i) compliance with existing regulations 
Gia") prevention of a hazard to personal 
health and safety, or to the environment 


for any use that can be made of it. 


A polluter may voluntarily submit a program for 
progressive clean-up of his operations, which may 
be negotiated and agreed upon by the Director 
(s.11). Once this program approval is in force 
and complied with, the person is not liable to 
prosecution under the general prohibitory sections 
(s.102(2)), but may still be served a control or 
stop order if the Minister apprehends immediate 


danger to life, health, safety or property (s.12). 


Control orders, stop orders and program approvals are 


not expressly limited to air pollution problems; however, 


the OWRA already provides comparable tools for the regulation 


Of Emissions into water .(s.33,, S009, se3i(3)). yit ats uprobable 


that Water Management authorities could employ control and/or 


stop orders, but they are more likely to use those provided by 


their own Act. 


14 


The Ministry of the Environment was reorganized on 
April 1, 1974. Approvals for new industrial discharges 
into the air or water must be obtained from the Indus- 
trial Approvals Section of the Environmental Approvals 
Branch. 


Regulations EPA 
RRO 15 Air) Pollution Control Acer 

s.4 The Minister may draw up an "Air Pollution 
Index" and may order contributors to curtail 
their operations if it reaches 50 and weather 
is likely to sustain or increase the pollution 
effect for 6 hours. 

So Schedule 1 sets out the standards for 
contaminant emissions from stationary sources, 
with respect to any "point of impingement". 
Therefore, it is not the concentration at 
emission, but at point of impact, that is 
Gruitacad; 

s.6 general prohibition against causing discomfort, 
loss of enjoyment or use of personal property, 
damage to property, damage to normal conduct of 
business. 

s.16 Schedule 2 - The Minister shall use the figures 
set out in Schedule 2 for controlling ambient 


abr qualwey. 
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SIF OONTARE@SWATER RESOURCES «ACT aR<S,.0..1970, ©2332; 


Biiepe owe Oe aL rete? 

The Act is to be administered by the Minister of 
the Environment (s.2), and he may delegate any of his 
powers and duties under the Act to any other officers 
of his Ministry, subject to Cabinet approval (s.9). 
This automatically gives room for dispersion of auth- 
ority among any number of semi-autonomous sectors of 


the Ministry. 


Hcewage.” in thesaAct.includes, .by definition, 
commercial and industrial wastes, and any matter or 
substance specified in regulations made by Cabinet under 
ss.62.2) (1) and (1(p)); "Sewage works" means any work for 
transmission, treatment or disposal of sewage, except 


- a municipal sewage plant. 


The functions of the Minister under this Act are 
primarily to provide for the construction and maintenance 
of sewage and water works (ss.17 (1); 26); in. the 19/2 
amendment to the Act, a blanket mandate was conferred upon 
the Minister, to have "the supervision of all surface 
waters and ground waters in Ontario" (s.3l). The same 
amendment directs the Executive Director, Water Supply & 
Pollution Control, to control and regulate, all aspects 
of treatment and use of water for public purposes, and to 
‘make orders in that respect (s.17(16)). Clearly, then, 
the Minister's powers include regulation of private 


enterprises with respect to their effect on water quality. 


The preventive measures designed under the Act are: 

(1) The Minister, with Cabinet approval, may make 
regulations prescribing standards of quality 
for sewage and industrial effluents (s.62(1) Cay he, 
and prescribing operating standards for sewage works. 
Application of the regulations may be general or 
specific as to region, time, etc. A violation of 
these regulations may produce a maximum $1,000 fine 


(S'7762.03))). 


(2) Prior to the establishment or extension of any 
sewage works by any person (includes a corporation) 


or municipality, the proponent must get an 
approval from the Executive Director, Water Supply 
& Pollution Cenerelser me Director may give the 
approval, refuse it or make it conditional on 
whatever changes in the plans he deems necessary 
(s.42(4)). 


Presumably he can make the conditions more stringent 
than those set out in the general regulations of 

the Ministry.” Failure’ to apply? tor approval maxes 
the proponent liable to a maximum $2,000 fine | 
(s.42(2)); violation of a condition of approval makes 
him liable*to a’ fine of up to’ $500 per*day that the 
violation continues. This power is not very helpful 
to control current pulping operations, since it does 
not apply to established works unless they are 


altered or expanded. 


(3)°" Any person’ who takes’ more than Doyoeo gallons of 
water per day for industrial purposes, by means of 
an inlet or diversion’ work? ansvad ledsor’ altered 
arter’ * March’ 29>"°419¢6i, muse first get a permit from 
the Executive Director, Water Resources (s.37(3)).- 
The Executive Director may then refuse the permit, 
or impose whatever conditions he sees fit, (s.37(6)) 
and may later alter or cancel the permit. Failure 
to apply, or breach! of" condittoney) gives, rise tod 
prosecution with maximum fine possible of $200 per 
day the contravention continues (s.37(8)). The 
Minister may also make regulations of general 
application, with Cabinet approval, to control the 
use of water from any particular source of supply 
(s.62(1)(v)). Again, the permit system fails to 


affect facilities for industrial water intake 


15 Except for those exempted by s.42(6), or by regulation under 
s.62(1)(W). At present these general exemptions include: 
s.42(6) (a) a sewage work where effluent is not to be deca 
directly or indirectly into a watercourse, or condul 
which connects to a watercourse. 

RRO 645 The Owner of a land-locked water body may discharge 
substances otherwise prohibited, 


=e he 


established before 1961 except insofar as they 
may be altered or expanded, and is therefore of 


little use to regulate pulp and paper mills. 


(4) There is a general power in the Executive Director, 
Water Supply and Pollution Control, to order an 
industrial or commercial enterprise to install 
facilities for treatment and disposal of sewage if 
he considers the current provisions rhadequate 
(s.69(1)). Failure'to comply givés rise toa 
possible maximum fine of $200 per day. This power 
ts*not related*toethe length of time the process 


has been in use. 


(5) The Minister may prescribe standards of quality 
for potable* and® other water supplies, receiving 
streams and watercourses (s.62(1)(k)). However, 
the’ scheme of the Act with respect to controlling 
emission of pollutants turns on a general definition 
of polluting materials: the material will be deemed 
to impair the water if it causes or may cause injury 
to any person or living thing through consumption 
ofvthe water Mteselt,) or fany “plant! oOrfothergiaving 
thing so contaminated. (s.30). Any person or 
municipality who discharges or permits the 
Gischarge of such a substance will be deemed to. 
have impaired the water, and is liable to prosecu- 
tion and’ a maximum fine of $5,000 per day the 
offence continues, for a’ first’ conviction, and a 


maximum of $10,000 per day for subsequent offences. 


me OG te 


This definition of deemed impairment does not 

apply to discharges regulated directly by an- order 
of the Minister under s.33(1). Nor does it apply 

to any sewage work, public or private, constructed 
and operated in accordance with the approval of 

the Minister. These two classes of exceptions 
remove such persons from the enforcement scheme of 
SS.30,31 and 32, and make them liable to prosecution 
only for violation of the terms of the particular 


order or approval controlling their operations. 


(6) The Minister has general powers to restrain an 
offender from continuing to commit any of the 
offences created in the Act, as well as the right 


to prosecute (s.74). 


(7) No order or direction of the Minister can take 
effect until any appeal has been dealt with, 


except when it is an emergency order. 


Although the Act provides that, at the Minister's discretion, 
the government may install the requisite treatment facilities 
itself at the expense of a person who defaults on an order “(s* 7247, 
there is no provision in the Act for loans or cost-sharing 
arrangements with private industry to install abatement equipment. 
Municipalities, on the other hand, may apply, “for the provisror 
of and operation by the Minister of water works or sewage works" 


(sS.52-61). 


The right of appeal is an important advantage to polluters 
who may continue their operations until the courts make a 
decision. Prosecutions and appeals may take over a year to be 


disposed of. 


ey. 
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The Act states that the "Minister is responsible 
for the administration of this Act and others assigned 
to nim .. nwo of hiseduties: are.to..advise. the .government 
on the health of the people of Ontario, and generally to 
"oversee and promote the health and physical and mental 
well-being of the people of Ontario". (s.6.(1)))..° No 
express words indicate that his attention is directed by 
the legislature to taking any positive action with 
respect to preventing indirect environmental health 


hazards. 


PUBULECHEALTH ACTOR REC20.0 19708 (Cia Ceram LOPE? “ovo? 
PO U2 Cee 0 


The Ministry of Health is given both a power anda 
duty to determine whether the extsting condttton of any 
prempsesion, of uany) atrecrror public place, or the 
method of manufacture or bustness process, or the 
dieposaleoy, 6eWage,. unaaemor, Olnenr, wastes. garbage, “or 
excrementtous matter ts a nutsance or tnjurtous to 


healing a-ene ta) ).. 


In the exercise of these powers and duties, the 
Ministry may order structural alterations in offending 
premises (which includes any land or building, public 
or private, and any stream or lake (s.1(s)), or it can 


make any order considered necessary for public health 
(s.4(g)). 


The statutory definition of a nuisance is "any 


condition ... that is or may become injurious to health" 


(s.86(g)). 


meals 


The Act gives authority to the local Board of Health 
to order the person responsible for the nuisance to abate 
it, or to cause it to be abated of the Board's own 
initiative. (s.92). THis is not Just ardiscrettonany 
power, but a duty triggered by any resident householder 
who submits a written complaint substantiated by 


investigation (s.28). 


The local board may turn the issue over to the 
Minister if "serious interference with a local trade or 
industry" is at issue. If the Minister thinks the 
problem sufficiently grave, he may apply to the Supreme 
Court for an injunction to restrain the offending 
operations until the nuisance has been abated to the 


satisfaction of the Minister (s.94). 


This Act has the appearance of creating considerable 
conflict between the public health authorities and 
decisions taken by the Ministry of Natural Resources and 
the Ministry of the Environment with respect to pulp and 


paper ,operations .. yt is, Likely, (that revVistons OL) the 


statute pending for the spring session of the Legislature 


will more clearly allocate powers and responsibilities by 


substantially diminishing those of the public health 
authorities. At present, the Ministry of Health is 
avoiding conflicts by voluntarily deferring to the 
opinion of the Ministry of the Environment with respect 


to questions of shared jurisdiction. 


There are no regulations relating to industrial 


effluents. 


ae 39. 


Viv “ACT TO-ESTABLISH “THE (MENISTRY -OF NATURAL J}RESOURCES 
S204 L972 4464 


Lands & Forests and Mines & Northern Affairs were 
amalgamated, consolidating the administration of all 
the statutes which had previously been the responsi- 
bilities of two ministers. The Act makes no other 
specific provisions but to state "the minister shall 


preside over - have charge of the Ministry" (s.4). 


Vali EARES: AND URI VERSSIMPROVEMENT ocr) oR. StOe8 19707 C1 233% 
ane 7A aC eo ONSe 50 


The bulk* of thé"Act provides) for regulation of “the 
safe and orderly floating of timber down lakes and 
rivers". Its ‘concern is: preventing obstructions to such 
floatation, either by~ careless logging practices, dams 


or other works. 


The Act also proclaims in its recent amendment, the 
following ob ectives sw 197dawo. 504s .50(1) 
lo. = The purpose of thienAeinis to provide sor the 
use of waters of the takes and rivers of 
Ontarto and to regulate tmprovements in them, 
and tor providerF or: 

(a) the preservation and equitable exerctse 
of public rights tn or over such waters; 

(b) the protectton of the interests of the 
rtpartan owners; 

(ec) the use, management and perpetuatton of 
the fish, wtldlife, and other natural 
resources dependent on such waters; 

(d) the preservation of the natural 
amentttes of such waters and on the 
shores and banks thereof; and 

(e) ensuring the suitability of the location 
and nature of tmprovements tin such waters, 
ineluding thetr efficient and safe 
matntenanee and operation and having 
regard to matters referred to tn eLauses a,0; 
c and d, thetr operation tn a reasonable 


manner. 


243276 


Sections 34 and 36 specify the procedure which is 


set up to achieve these general purposes. 


54 


It is to be noted that s.34 represents the only occasion 


in Ontario statute law in which impairment of beauty alone 


(1) 


(2) 


Where any tree, part of a tree, refuse, 
substance or matter has been thrown or 
deposited in a lake or river or on the 
shores or banks thereof in such a manner 
as, tn the opinton of the Minister, 
impatrs the natural beauty of the lake 

or river, the Mintster may order the 
committer of such act to take such steps 
within the time specified in the order as 
are necessary to remove the tree, pare of 
a tree, refuse, substance of matter from 
the lake or river or from the shore or 


banks thereof. 


Every person who fatls to comply wtth an 


order under subsectton 1 is guilty of an 


offence and on summary conviction ts ltable 


to a fine of not more than $50 for each day 


that he does not comply wtth the order. 
(1970 ¢@.233 as amended by 1971, ¢c.50, 
Se Se OVE: 


activates a power to prohibit. 
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(1) No person shall throw, depostt or dtscharge 


or permtt the throwing, depositing or dts- 


charging of, any refuse, sawdust, chemical, 


substance or matter from any mill tnto a 
lake or rtver, or on the shores of banks 


thereof. 


SS at 


(2) Every person who contravenes subsectton 
IMys “Gui ley “Oprantof fence jdndon \summary 
COonvuteriont Te able told finerof not 
Vess¥ehante20 0% 


(3) Where the Mintster finds that any refuse, 
sawdust, chemical, substance or matter from 
Quill, 1s. being thrown, .depostted or dts- 
charged into a lake or river or on the 
shores or banks thereof, the Minister may 
order the owner or occupter of the mill to 
cause such throwtng, depostting or dtschargtng 
to cease and may tn addttton order, where in 
his opinion it ts practicable to do so, that 
such owner or occupter take such steps within 
the time spectfted in the: order tas may be 
necessary to remove the refuse, sawdust, 
chemical, substance or matter from the lake or 


river or from the shores or banks thereof. 


(4) Every owner or occupter who fatls to comply 
with an order under subsection 8 ts gutlty 
of an offence and on summary convictton ts 
Ltap le ttotdufpine .ofF Noe more tan 650° for 
each day that he does not comply wtth the 
order.) (RSO 1970, icGegesuas amended by 1972, 
CSS eno Gal): 


A mill, by definition, includes a sawmill, pulp mill 
or pulp and paper mill. The Minister may then levy $50 
a day fines “for infractions. “ASprivatetcitizen, basing 
a Civil ‘suit ‘on hits ‘riparian “rights, "ls otwdrsentitled 
to his damages. However, the court is instructed that 
it may refuse the traditional common law injunctive 


remedy if the refusal appears proper and expedient Emel 


7d 


ep 


view of the importance of the mill to the locality, 
and the benefits derived by the locality, directly 

or indirectly from its operation... As a substitute 
for the injunction the court may award damages, 
periodically, tothe anjured party. | The “court may 
also present a clean-up order to the mill. This 
provision in effect passes the job of making 
political trade-offs over to the court and provides 
statutory directive for dealing with thorny conflicts 
of interest as exemplified by the K¥P case (McKie v The 
K.V.P. Co. (1948) O.R. 398). eo | | 


The Act also provides that the holder of an "occupied 
water privilege" (which includes an operating mill, or 
one “under, construction), may apply. to: a’ judge of the 
County or District court for an order empowering him 
to take steps which might have profound environmental 
effects. These include damming or diverting a water- 
course, om building any,."raceway,.or erection or other 
work that he requires in connection with the improvement 
and use of the privilege (s.90). Although the judge is 
vaguely instructed to consider "the public interest" in 
making his decision, no criteria respecting impact on 
the environment are specified. There are no regulations 


under the Act. 


PUBLIC LANDS ACT URS Of tb9 RO Gaseo: -ame choo. Ae. 
ee a Se ee ia Cn eo 


The Act states that the Minister of Natural Resources 
shall have charge of the management, sale and disposition 
of the public lands and forests (s.2), including all 
Grownobhands “im fright ,of -Ontario (ss: (dk) <;,fhe ,broad 
powers and general language of the Act could apply to 
regulation of forestry uses as well as many others; in 
fact, the regulations deal only with sales and leases of 
summer cottage properties and hydro rights-of-way. 
Forestry uses of Crown land are regulated through the 


Crown Timber Act. 
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One recent amendment to the Act prohibits the 
throwing or deposit of "any material substance or 
thing upon public lands" without the Minister's 
COnscntets +O. 19/715 4c146 66.2) .7 “The*%object of the 
prohibition is probably to prevent unauthorized 
refuse dumps; the language is broad enough, however, 
to cover the deposit of wastes from a pulp mill on 


pubiie’ dands. 


b. CANADA 


41. PISHERTES ACT "R.S.C.. 1970," F-14> am.ec..1/7 (lsc oupe. 
Guna C2ne Suppy) 


The Fisheries Act is a perfect vehicle for prosecu- 
ting logging and mill polluters, and is applicable to any 
waters in Ontario sustaining fish life. (Fisheries are 
within federal jurisdiction by virtue of s.91(12) of the 
BNA Act). Section 33 specifies those substances and 
materials which may not be deposited into any water fre- 


quented by fish. 


33 (1) Wo one Shall throw overboard ballast, coat, 
ashes, stones, or other prejudictal or | : 
deleterious substances tn any river, harbour 
or roadstead, or in any water where fishing ts 
carried on, or leave or depostt or cause to be 
thrown, left or deposited, upon the shore, 
beach or bank of any water or upon the beach 
between high and low water mark, rematns or 
offal of fish, or of marine antmals, or leave 
decayed or decaying fish in any net or other 
fishing apparatus, such remains or offal may 


be buried ashore, above htgh water mark, 


(2) No person shall cause or knowingly permit to 
pass tnto, or put or knowingly permtt to be 
pubes wbome, chemteal,. dead or decaytng ftsh or 
remnants thereof. mill rubbish or sawdust or 
any other deleterious substance or thing, 
whether the same its of a like character to the 
substances named in thts section or not, tn 
any water frequented by fish, or that flows 
tnto, such water, ner on ae over etther such 


waters. 


(3) No person engaged in logging, lumbering, Land 
clearing or other operattons, shall put or 
knowtngly permit to be put, any slash stumps or 
other debris into any water frequented by fish 
or that flows into such water or on the tce over 
etther such water, or at a place from whitch tt 


is likely to be carried into either such water. 


The prohibition is qualified by granting immunity to 
discharges which comply with regulations set out in this, 
or any other Act of the Federal government. A deleterious 
substance is defined either by regulation (ss.33(1) (12) , 
33(4)) or in terms of its harmful effect on fish in the water 
and/or humans who consume the fish (s.33(1)(11)). There are 
also preventive powers. When construction alteration or 
expansion of any facilities is being planned, the Minister 
may interfere to prohibit it or require modification, if he 
apprehends the likelihood of deposit of a deleterious sub- 
Stance (S.33(3)). ) The Minister must take the initiative to 
apply this prerogative; there is no automatic approvals 


mechanism. 


The remedies available parallel those under the CWA: 
a $5,000/day maximum fine, (s.33(1)(5)), and/or injunction 
of the offending activity (s.33(1)(7),(9)). The Minister 
also has power to direct repair or remedy of the condition, 
and mitigation of the damage, and to charge such costs to 
the offender; this is condition on finding a violation 


So Sse CLO )))-. 


Private rights are not encroached upon by the Act 
and civil remedies are preserved notwithstanding the 
criminal Wiabiility= for an-of fence’ (Si 38Gb) ))k. More- 
over, there is an incentive to private prosecution built 
into the regulations. A private prosecutor will recieve 
half the fine and half the proceeds from sale of seized 
equipment, if his charge suceeds. This provision dates 
back to December 1947, but was reiterated in June at 2973 


(L965 Consolidation, 6-55, *S.ber407 737: 


In the 1970's the government set about appending two 


sets of regulations dealing expressly with pulp and paper 


operations: 
(1) The Chlor-Alkali Mercury Regulations (S.O.R. 
OZ a 2 
(2) The Pulp and Paper Effluent Regulations (S.O.R. 
578/72 


These regulations are reprinted in Appendix C. 


a i Be 
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Technically and in application, these regulations 
represent a compromise position. Their concentration 
limits are based on information provided by the industry 
itself. The Effluent regulations do not apply to any 
mill built before 1971, except with respect to altera- 
tions or expansions carried out after that year. (Older 
mills could still be prosecuted under the general prohibire 


BLonan2s. Sado Sy) 


Federal regulations, therefore, refer essentially to 
new mills. The drafting of regulations and the enforcement 
of environmental controls on existing mills is left almost 
entirely to the provincial authorities. While in some cases, 
the provincial regulations are claimed to exceed those 
promulgated by the Federal government, Federal regulations 
provide a minimum environmental standard to which all 
provinces are subject. It is not clear, however, how 
vigorously these regulations are enforced by either the 
Federal or Provincial authorities. As far as is known, 


Ontario has never yet employed Federal legislation. 


CANADA WATER ACT RSC. LOTTO west eb. epee 
The Canada Water Act represents a scheme of water 
quality management quite different from that if Ontario. 


in (particular: 


(1) It sets water quality control in a framework of 
drainage basin planning; 

(2) it is based on effluent discharge fees, supported 
by the conventional minimum-standard-regulations, 


injunctive, and penalty provisions. 


The plan of the Act is as follows: 

(1) waste is defined as any substance that tf added 
to any waters, would degrade or alter or form 
part of a process of degradation or alteratton of 
the quality of those waters to an extent bhat te 
detrimental to their use by man or by any animal, 


fish or plant that is useful to man, and tneludes 
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any water that econtatns a substance in such a 
quantity or concentration, or that has been so 
treated, processed or changed, by heat or other 
Means, {rom mMimatuna ls svabestnat tt would, tf 
added to any waters, degrade or alter or form 
part of a process of degradation or alteratton 
OfimNe Guat Ty OF ~Nose wWabvers, TO an extent 
that ts detrimental to their use by man or by 
any antmal, fish or plant that is useful to man; 
(2(1) or it may be specifically defined by 
regulavron (Ss .-h6 GL). 


(2) The appropriate authorities set up a Corporation 
without share capital (or name an existing one) 
to plan, initiate and carry out water quality 


Management programs (ss.9;11). 


(3) The Corporations make studies, consult the public, 
and arrive at recommendations as to desirable 
quality standards, and the appropriate treatment 
facilities/waste discharge regulations for 
achieving them. They also make recommendations 
as to appropriate effluent discharge fees to be 
patdabypersons for ‘thesdepostds ofiwaste in those 
waters and the time or times at which and the 
manner an wnteh such feesishoultd be. patadnvers(l) (e) 


Ki: 


(4) The object of the Act is to arrive at a scheme of 
discharge fees which will permit the corporation 
to be financially self-sustaining after an initial 


period of time. 


It visualizes a closed system whereby trade-offs 
between desired uses are determined before 
regulations are cast, by an independent, regionally- 


Oriented agency. Then the costs of achieving and 


16 Where there is clear federal jurisdiction, the Minister of 
Environment Canada would have the authority; where jurisdiction 
overlaps with that of the province, a federal-provincial joint 
agency must be instituted. 
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maintaining those standards are borne by the 
polluters in proportion to the degree to which 
their activities would cause deviation from the 


desirable standard. 


(5) The enforcement system includes a prohibition to 
deposit waste of any type into waters controlled 
by the agency, except under the conditions 
prescribed by the agency and with payment of the 
appropriate fee (s.8). Violation incurs a 
maximum = $5,000/day. penalty .on The court hasva 
discretion in any prosecution to order the offender 
to ceasevany: activity» whichsis likely to produce 


renewed violation (s.30). 


THis As truly an. exemplary piece of legislation in many 
respects, but its effectiveness is gravely endangered by 
constitutional frailties. If the federal government takes 
vigorous: unilateralwaction).: itvis:likely to become 
embroiled in jurisdictional disputes with the provinces. 

The damage to its credibility on environmental issues would 
be immense. Therefore, it has only implemented the Act 
where it can persuade the province to participate jointly, 
and no such program has yet approached the discharge-fee 


stage. 


Among the positive qualities of this statute are: 

= clear and explicit drafting, lacking the “legalrsms™ 
that unnecessarily obscure the real meaning of 
legislation to the layman; 

= axpress~ Prevision? for, public) participation in che 
planning process: mandatory public hearings (s.13 
(1)).,- publication of the plan prior, to 1tssapprove: 
(s.13(2))?7 

= express right’ of private prosecution under the Ace 
for anyone resident or carrying on business in the 
territorial” jJur#sarction of the court where 


information ws, lavd: 


aa. 


nia 
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- express preservation of civil remedies for any 


act or omission that is an offence under the Act. 


No regulations have been passed to define "waste", 


or to set a scheme of discharge fees. 


HARBOUR COMMISSIONS ACT Reon Cun Lo 707. tL 
NATIONAL HARBOURS BOARD ACT Re reel a Or, INO, CLG 
(isti Supp.) 

Agencies endowed with power to regulate a harbour 
also have some jurisdiction over other undertakings in 
that harbour. In some circumstances this may include 
activities of a pulp and paper mill. Although there 
are no National Harbours in Ontario, three Harbour 
Commissions have been instituted in this province. They 
are at the Lakehead, Windsor, and Oshawa. Each Commission 
has general powers under the Act, especially to "regulate 
PieeUsenandsconerol of allo land, buildings and. other 
Cropertyewitiin, the limits or the. fNarboulm .i.o. tS. 9). 

In addition, each Commission operates within an exhaustive 
SecCHOL by-laws which Vary from one to the other. “At the 
Lakehead, for instance, no building or plant may be 
erected in the harbour or encumbering the shore without 
permission of the Commissioner (ss.31,32). Likewise, the 
Commission must approve the discharge into the harbour of 
any material which might cause a nuisance or endanger 
PErsOnS Or DrOperty. (Sse). renalLey Lor, Violatlon 1S: a 


maximum fine of $500 or 30 days imprisonment. 


Vas 
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NAVIGABLE WATERS PROTECTION. ACT “RS .C.. 1970, N=19 
This Act prohibits any person from depositing 

or permitting the deposit of "sawdust, edgings, bark 

or like xvubbish” Gnval navigable Yiver 2 It is lakedy 


i The penalty is a 


to interfere with navigation. 
maximum $5,000 fine (s.25). Cabinet may, however, 
exempt certain waters from the protection of 

se,.19 ‘and’ 20°bY proclamation —(s..cdos.-— oem ooelioen 
31, 1973, eight such exemptions were in existence, 
representing political assent to the applications of 
mining companies to discharge tailings into the beds 


of lakes and rivers. 


The Act affords poor protection from pulp and 
paper mill activities, since navigation is not a 
significant factor in Most Tavers recelving’ tie 
discharges. More important, the government seems to 
have established’ a policy Of ‘suspending the overall 
prohibition where primary resource industries are 


concerned. 


INTERNATIONAL RIVER IMPROVEMENTS ACT ResS.Cetel O70, 
Tao 2 Ae Cl La loc, SUD») 


INTERNATIONAL BOUNDARY WATERS TREATY, 1909 

This, Act is aimed, primarily at dams, which interrupe 
or alter the flow of a river across a national boundary. 
Technically, however, it includes any "other work", the 
purpose or ‘effect, of which, is to alter the flow of’ thenriver 
or affect its potential use outside Canada. It could be 
argued that massive pollution answers these criteria for 
triggering operation of the Act. If the ‘Internatzronal 
River Improvements Act were enacted to facilitate obser- 


vation of the International Boundary Waters Treaty, such a 


construction would not be a strain on the words of the Act. 


Article IV of the Treaty states that "boundary waters 
shall not be polluted on either side to the injury of 
health or property ‘on the other’. 


aay. Gas © 


An international river improvement must be licensed; 
failure to obtain a licence incurs penalties of $500 to 
$5,000). imprisonment up to%S years, (and forfeiture of 


the offending work. 


vii. MIGRATORY BIRDS CONVENTION ACT Rete. LOO Le 
an cC. ude 2nderSupp’.)) 


PhiswAct may celatey to vbsoth forest rv and (pulping 
activities because of the power it creates in the 
Cabinet to make any regulations "deemed expedient" to 
protect migratory birds. Protection includes control 
and management of their nesting areas (s.4(2)(f)). 

It is unlikely that any broad controls would be passed 
under this heading; however, the Act might be used to 
prevent incursion of new pulping or forestry activities 


upon major, established nesting grounds. 


Vita CHEANRAER MACTR a EST COh APO 70277 2y LOUa7 

Air’? pol lutyvon) Take water) pollution; sresultes: from 
activities over which the federal government has no clear- 
cut junisdiction, and \posszblyyno jurisdictionsat, ali . 
Therefore, this Act had to be drafted in such equivocal 
form and language that its applicability is a matter of 
conjecture, depending on the facts of each separate 
Situation. Where a work falls into one of the categories 
entrusted exclusively to the federal government - such as 
railways - the government may enforce a code of national 
emission standards. Pulp and paper mills clearly do not 
fall into such a class. Therefore, to exercise any authority 
over their behaviour the government must establish that they: 

a)’ constitute a significant danger to the health 

of persons, 
b) threaten to violate an international treaty, 
c) constitute a national emergency because of 


extreme hazardousness (s.7). 


Ce Ee 


Then it may apply the national emission standards. 
Penalty for violations in these circumstances is a 


maximum $200,000 fine. 


In the absence of such a situation, the federal 
government must rely on: 
| (1) persuasion, by means of national emission guide- 
lines, (s.o)7 OF 
(2) voluntary adoption of national ambient air quality 


objectives by a province (s.20). 


Once a province has adopted the ambient air objectives, 
the federal cabinet may set specific emission standards for 
individual works, consonant with attaining those objectives. - 
Enforcement of these standards is left up to the individual 


province. 


No national emission standards have been established as 
yet. The government did announce a set of objectives for 
sulphur dioxide, particulate matter, carbon monoxide and 
total oxidants (Jan. 3, 1973); however, these objectives 
have»absolutely no binding, force..,Moreover,.they set only 
"acceptable" and "desirable" standards. There are no 
figures to designate the "tolerable" level, which is defined 
as a level indicating "the onset of imminent danger 
requiring immediate abatement action". Even the guidelines, 


then, avoid the issue of demanding immediate action. 
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3. Criminal Law 
‘a. CANADA 
Bee CREMINAD. CODE Re Sec 21970 ,tc.845 


Nuisance was originally an offence against the 
public welfare, and fell within the category of criminal 
common law. When the law was codified, the offence of 
common nuisance was retained in what is now s.176 of 
the Code. A common nuisance is defined for criminal 
purposes as the doing of an unlawful act,.or failure to 
discharge a legal duty. Such an act or omission must 
cause danger to the lives, safety, health, property or 
COMLOGt Ocethen public, orsobstruct. the public: trom 


enjoyment of any right held in common. 


Common nuisance in criminal law has, therefore, 
much the same dimensions as public nuisance in civil law. 
It would only be available against behaviour which might 
damage interests of a broad class of people. Nevertheless, 
if the court can find the acts of the accused were likely 
to cause annoyance to the whole public, there may be con- 
viction even though only one person has actually been 
damaged (Raymond v. Cook, (1958) 1 WLR 1098). The nuisance 


need not be grave to be an offence. 


The major obstacle to using the Code for pollution 
problems is the necessity to convince the police to lay 
-an information, or a magistrate to accept one. The general 
attitude is that pollution is a matter for the appropriate 
regulatory authorities. It appears highly unlikely, ona 
reading of the procedure for indictable offences, that a 
private person could conduct the prosecution at trial with- 


out approval from the Attorney-General's office or a court. 


Ig, See Freda Kaufman, "The Role of the Private Prosecutor", 
(POG) Feb., McGill Daw Journal, p. 102 
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Finally, a conviction cannot give rise to any remedial 
order, but only to a term of imprisonment, (maximum 2 
years), or a fine in lieu of imprisonment.) The amount 
of the fine is at the discretion of the sentencing court 


(s.646, 647). 


Two other provisions of the Code, mischief (s.387) 
and criminal neglagences ($.202,203, 204) dpe airecury 
applicable to activities which cause bodily harm, property 
destruction or interference with lawful enjoyment of 
property. They have never been applied to polluters. 
Criminal law has historically been a retributive weapon 
of society, and its sanction was not considered appropriate 
for activities which in an industrial economy were 
visualized as beneficial, with only peripheral adverse 
effects. Perhaps a fresh analysis of the relative weights 
of benefit and damage is called for, in light of modern 
awareness of potential dangers in particular effluents 
such as mercury. The concept of (duty to the public may 
well be considerably upgraded, resulting in broader 


grounds for,.an accusation of criminal negligence. 


Regulatory Instruments for Forestry Activities 
a. ONTARIO 


i.CROWN TIMBER ACT ReoeGe Lot, Cebucy) Guim ayy 
Gloss 972, seeAmes 1LOReLos72pheu2s 


This statute is concerned with any timber on public 
lands, including public parks, which are subject ‘tothe 
management of the Minister of Natural Resources. The Act 
gives the Minister the authority to regulate certain 
aspects of forestry operations even after a lease, licence 
or permit has been issued (s.l(m)). The Act sets out the 
conditions under which the Minister may dispose of Crown 


timber. 


a 4 Cur 


The Minister may sell a licence to cut Crown timber 
by tender, at his sole discretion (s.2(1)); or he may 
grant licences to cut (with approval of the Executive 
Council) under whatever pricing scheme he deems proper 
(s:3(1))}. In addition, with” approval of the Executive 
Council, he may designate public lands, or lands in which 
the Crown has an interest, aS a Crown management unit, 
and enter into an agreement with any person to provide 


timber to him from these lands (s.4). 


The Minister may sell a licence to cut Crown timber 
by tender, at his sole discretion (s.2(1)); or he may 
grant licences to cut (with approval of the Executive 
Council) under whatever pricing Scheme he deems proper 
(sec ii))'.. In addition, with approval. of ‘the Executive | 
Council, he may designate public lands, or lands in which 
the Crown has an interest, as a Crown management unit, 
and enter into an agreement with any person to provide 


timber to him from these lands (s.4). 


Any licence is to have strict territorial boundaries 
(8.6), and specify the ‘species to be’ cut’ (Ss.3s)% One 
critical condition of issue of the licence is that all 
timber cut thereunder be manufactured into lumber products 
or pulp in Canada. The Executive Council’ may,’ trom time 
to time, permit by proclamation the export of raw timber 


of specified classes (s.16). 


Licences are subject to considerable variance during 
their currency, either for the benefit of the licensee, 
OrPLO eine ttle tMlanten. (ss.3(3);26). yCabinet has power to 
alter the terms of the licence, regulations notwithstanding, 
if this is deemed necessary in view of the "general 
business requirements of the licensee". The Minister may 
place. additional. restrictions: on, the licence for the 
purposes of "forest management, watershed protection, 


preservation of beauty of the landscape". 


a Ae 


A licence may be assigned if the Minister agrees in 


writing, and the transfer fee is paid. 


Cutting itself must be conducted in accordance with 
a general management plan (s.24), and with an annual 
cutting plan submitted for Ministerial approval (S:./25)"4 
Minimum size may be set by regulation for cutting any 
species (s.51(h)). Re-generation agreements are optional 
CSN25 CAP ue 


The Minister is authorized to issue a manual pre- 
scribing the standards; method and form for preparing the 
general management and annual cutting plans Cee se ice es 


not enacted as a regulation. 


The Crown in return levies several "Crown charges". 
A forest protection charge currently stands at $26.50/year 
per square mile of all productive lands in the™licence: 
The management charge is $2 per square mile of DEOducLLVve 
land (RRO 1970, Reg. 159,ss.3,4). The stumpage charge 
comprises the minimum Crown dues (which are last set by tO. 
Reg -377/71), plus whatever additional charges were added in 
the course of setting the price for a particular cutting 
iicehee, (datined l(a) of the Acts sahil) of seqriaoy 
RRO GLI) a 


This Act also deals with licensing mills, defined as 
"a plant.in, which logs or wood —. bolts. are inicrally 
processed and includes a saw mill and pulp Mili” (se28 (oye 
S 2A5 (1). no person shall -conestrucr, reconstruct 
or. operate. a mill) Jor jAncrease the pro. 
ductive capacity of a mill, or convert 
an. existingumi)) sto a.m) of another 


type, without a licence from, the Minister". 


Sections 16-20 of Reg. 159, RRO 1970 set out the pro- 
cedure and forms for applying for a mill licence. There is 
no statutory obligation imposed to consider environmental 
damage in issuing the licence; nor does it provide for 


imposition of conditions on the grant of a licence. 


i. 


Lye 
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FORESTRY ACT eos LOMO je ich budss- sam. ~LO7lijncila7. > 
Loam c .50 'S..42 


This statute provides a vehicle for the Ministry 
of Natural Resources to enter into an agreement with 
owners of private land to manage it for forestry 
purposes (s.2), or to declare it a private forest 
reserve outright (s.5). Forestry purposes include the 
production of wood and wood products, provision of 
proper environmental conditions for wildlife, protection 
against floods, erosion, recreation, protection of water 


Supplies. 


The Act also allows the Minister, subject to 
regulations, to provide nursery stock to any person 
having any right, title, interest or equLtyarineand (s.7) « 
The actual regulations, however, provide only for supply 
of nursery stock to owners of private land, not including 
Crown Land. This excludes lessees of Crown timber. 


(RRO 1970, 355). 


WOODLANDS IMPROVEMENT ACT Raw Oss 197 041.507 

The Ministry of Natural Resources may enter into an 
agreement with the "owners of land that are suitable for 
forestry purposes" to plant nursery stock or otherwise 
improve the woodlands existing. The owner may then only 
cut as provided for in the agreement. Regulations 
identify the private woodland management areas within which 
landowners are eligible to enter into such agreements with 


the Minister. 


PROVINCIAL PARKS ACT toe OF 109 05 Cris /desemcndo71, c.16: 
M2) Go Si Oy pe OTe Cent 


This Act is also administered by the Ministry of 
Natural Resources. The fundamental nature of each park 
may be set out by the Executive Council: recreational, 
primitive, or whatever (s.5). These classifications 
demonstrate whether forestry is to be permitted at all 


within the park, and to what extent. The Minister is 


eee 


thereafter responsible for managing the park, a discretion 
which includes power to zone particular areas for 


particular uses (s.7(2)), including lumbering use. 


The Executive Council may also make general regula- 
tions with regard to regulating the use of lands in 
provincial parks, and prohibiting or regulating occupation 


of such lands, including timber leases (19(1)(c,d)). 


WILDERNESS AREAS ACT R.S.0. 1970 )..4c. 493 

The Ministry of Natural Resources may set aside any 
public lands "for the preservation of the area as nearly 
asemay (be) inteivst ndtural state")(bute sueh fa designation 
in no way limits or affects the "development or utilization 
of the natural resources in any wild area that is more than 


640 ‘Acres ir size" (Csv3)". 


The Minister is empowered to "control and manage" 
these wilderness areas (s.5). There is also power vested in 
the Executive Council to make regulations, either general or 
applicable to one specific area, prohibiting or controlling 
the uses of such lands (s.7). Unfortunately, the regulations 
simply adopt the general wording of s.3 of the Act and 
refrain from committing themselves to express prohibition or 


acceptance of logging or pulping uses. 


SETTLERS' PULPWOOD PROTECTION ACT R.S.O. 1970 c. 432 
Where a bona fide settler is occupying, clearing or 
cultivating lands under the Public Land Act and is 
selling pulpwood to any company, the Ministry of Natural 
Resources may step in to regulate such sale with regard 


to quantity, qualityijand) price. 
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b. CANADA 
i. NATIONAL PARKS ACT R.S.C. 1970, N-13 
The occupation and use of national parks land is 
prohibited except within the authority of the regula- 
CLONS (SeGCLjo. 7 There torneo express power in the Act 
to issue timber leases; however, forestry is subsumed 


under the general heading of "management" of the park. 


, Regulations for cutting timber were first insti- 
tuted in 1956 (SOR 56/166), and leases amended in 1965. 
There is no obligation on the licence to re-plant the 
area he has "cultivated". Any "environmental" controls 
will take the form of conditions to the lease, imposed 


at the discretion of the Minister. 


iig) PL MBER MARKETING ACT R.S.C.. 1970, 1-8 


This statute does not present a scheme for marketing, 
it simply institutes a system of registering distinctive 
marks for each logging company's produce. The object is 
just to distinguish one company's property from that of 
the other. 


so 
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Taxation Instruments 
a. ONTARIO 


1% 


pt ike 


INCOME TAX ACT RIS. 0. 297 OFF CYZ Liam. ployee 22y 


1O7t (od), Cele 19725 elie S106 5 No lc. 10s Oia eee 


Applies only to individuals, a term which would 
include members of an unincorporated firm (and hence 
the profits which flowed through the firm) but not 


corporations. There are no special allowances for 


woodsmen or thosemaking their living through the forestry 


business. Since the tax is levied in terms of a per- 


centage of federal taxes payable, the significant 


exempting provisions are found in the Canada Income Tax 


ACS; 


RETAIL SALES TAX ACT RVSUO. 2970 Move lberamee LOT 24 
ee2t 


ENG, "Every purchaser of tangible personal 
property except the classes thereof referred to in 
ss.2, shall pay to Her Majesty in right of Ontario 
a tax in repsect of the consumptton or use thereof" 
ee ae A "purchaser" includes a corporate entity, 
and "use" is defined as the exercise of any right 
or power over the property incidental to the owner- 
ship of the property. While pollution abatement 
equipment will be subject to the tax, the actual logs 
are probably exempt by virtue of either st SCbi ead OE 


aes 


wo 5d we 


iii. POLLUTION ABATEMENT INCENTIVE ACT R.S.O. OHO C15 52 5 
aie Oe? eae. Las 2. 


The Act is actually entrusted to the Minister of 
Energy, but he may delegate any of his powers or duties 
under it to any officer or officers of the Ministry of 
the Environment. The scheme of the Act is to permit 
any owner of a source of pollution except a motor 
vehicle..."(s.2(c))to recoup the full amount of 
the Retail Sales Tax paid for pollution abatement 
equipment which had been installed and made operational 
after: ithe -comang -into; force jofithis Act .).,07n, svt an 
entire process has been changed and has resulted in 
lessening pollution discharge, the Minister may rebate 
the value of the tax paid on new equipment installed as 
part of the change. A pulp and paper manufacturer would 
qualify for the rebate as a "person engaged in 
the manufacturing or processing of products" (s.2(b)), 


or as "any owner of a source of pollution" (s.2(c)). 


The Executive Council is empowered to make regula- 
tions setting classes of equipment which are or are not 
eligible for grant rebates, but to date none have been 
established. The Ministry of the Environment currently 
processes the rebate applications and the appropriate 
Branches in that Ministry decide what proportion of the 


equipment is actually devoted to pollution control. 


iv. ASSESSMENT ACT RYSPOsPES70,-Se. 32 
BY 6.3.90(S Ov en9724-4. 29, sv6)™ the Minis ter o£ 

Revenue is to report any leases of public lands to the 
appropriate municipal assessment officer. However, the 
interest of timber lessee or licensee under the Crown 
Timber Act is exempt from assessment and taxation being 
"lands or property belonging to Canada or any Province" 
(s.3(1)). This exemption was expressly extended to timber 


licensees by virtue of s.26(4). 


~ SS a 


vVs).PROVINCTAL LAND -TAX ACT > RvS 0.19 7G). S33 70 Jan. (hope 
e250 -s77 08) LOZ) Cals. 


The Minister of Revenue administers this Act, 
which imposes tax on all land situate in territory 
without municipal organization, with specific exemp- 
tions ico OE Be by definition includes all 
trees and underbrushgrowing on land (s.1(d)(ii)). 
However, one of the specific exemptions is the right 
of a licensee under the Crown Timber Act to cut timber 
under’ his’ licence’ “(so (I el3 py. samprlariyyisland held 
in trust for an Indian tribe is exempted (s.3(1)2). 

The Executive Council may create additional exemptions 
by regulation but has not so far done so in respect of 
forest or pulp and paper industries. The land is to be 
assessed at open market value (RRO 1970, 694) (s.4(1)). 
Although there is provision for a varying scale of rates, 
the current regulation applies a flat 1 1/23 of 


assessed value. 


pst THEPLOGGINGVPAXTACR. RIGSOOULO0 Sicm2os aerep a) 19/2, 
G,L0i so 


Was repealed: by 1972 c.19, effective with respect 
to fax “years after eMarch 31) .1972" 


The tax rate was set at 10% of net income derived 
from logging operations, in excess of $10,000. All 
logging operations conducted by the same tax-payer were 
Loupe treated,as one .(s.2(4))) (wand iner incomes of affil- 
iated tax-payers were combined for tax purposes. (s.2(5)). 
"Logging operations" refer to practically any business 
transaction.involving logs which might yield a profit. It 


did not include secondary processing. 


18 Up to 1971, this Act was under Lands & Forests administration. 


~ Se 


b. CANADA 


i. BXCISE "TAX -ACTF  *R.S..C. 1970: E-13, am. 1970-7:k=f2yrc.62; 
CULO (2no Supp.) 


A 12% sales tax is levied on the sale price of all 
goods produced or manufactured in Canada, or imported 
into Canada (s.27). However, among the classes of goods 
exempted from the tax are several which reflect 
incentives to the forest industry, viz. logging wagons, 
tractors, and all machinery for exclusive use in logging 
operations; (Schedule IIL, -Part.XLiLpxs«k)s. 


Also exempted is any equipment sold or imported to 
abate dust and fumes (Part XIII, s.l(b)). 


Pir CUS OMeyAC. Reo. Clio 0 MCH40 ame CeO. (ane SUDD.) 7 
Croce Sup.) 7 Loe eee Ly) See 
This Act simply sets up the general proposition 


that all goods are subject to duty on entry into Canada. 


Bi4 PUY CUSTOMS STARIPR ACT saRosaGs LI70KC-41", am. LI70-71-72, 
CROD 


This Act sets out the specific rates of duty to be 
applied to individual classes of products. Besides the 
fixed rates, there is provision to levy a surtax where 


imports are damaging a Canadian industry. ay Choi 


daz nEXPORT ACTeubsl6 
Cabinet may, by proclamation, charge an export duty 
on certain logs and pulpwood to any country which puts a 
duty on certain products exported to it from Canada. 
These products are enumerated in the Schedule to the Act, 
and consist mainly of forest products themselves (s.2). 
In effect, the object of the Act is to facilitate imposi- 


tion or removal of trade barriers on a reciprocal basis. 


In addition, the Cabinet may prohibit export of 
specified types of unprocessed pulpwood by regulation, 
but such restriction must be approved by both Houses of 


Parliament (s.5(1) (b)). 


19 See Schedule A, Group V - pulp, paper & books - newsprint, 
Group IX - wood and manufacturers thereof for a Comparison of 
Canadian, U.S. and European Tariffs on pulp and paper products. 
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6. Industrial and Regional Development Instruments 
a. ONTARIO ; 
i. THE MINISTRY OF TREASURY, ECONOMICS & INTERGOVERNMENTAL 


ro. 


AFPATRS PACTH + iSO .-SL9R2:, “cas 

The Act consolidates the two former ministries of 
Treasury & Economics, and Municipal Affairs. Any 
statute formerly administered by either is deemed trans- 
ferred to the administration of Treasury, Economics & 
Intergovernmental Affairs. The Minister of TEIGA is also 
the Treasurer of Ontario. 

S4 (1) The Treasurer shall direct and control the 
Ministry of Treasury, Economtes and Inter- 
governmental Affairs, recommend to the 
Fxecuttve Council finanetal, economic, 
accounting and taxation poltcy, advise on 
intergovernmental affairs, supervise, 
direct and control all financetal, economic, 
statistical and accounting functions and 
manage the Consolidated Revenue Fund for all 


publte money. 


The Consolidated Revenue Fund is the sum total of 
public monies on deposit in the name of.the Crown in right 
of Ontario (1(6)). Public monies refer to all monies 
belonging to Ontario received by the Treasurer or any other 
public officer and include revenues, loans and provincial 


debt, and special funds. 


Clearly, this Ministry has an influence on the 
economic policy instruments relevant to the commercial 


welfare of the pulp and paper industry. 


NORTHERN ONTARIO DEVELOPMENT CORPORATION ACT R.S.O. £97.03 
Gel290; am. LOT. Grote Love, Cee ecoU, eo cpieees 


The objects of the corporation are to encourage and 
assist in the diversification of industry in Northern 
Ontario (defined in the Act as the Districts of Algoma, 
Cochrane, Manitoulin, Nipissing, Sudbury, Timiskaming, 
Kenora, Rainy River, Thunder Bay, and any other designated 
by the Executive Council). Candidates include established 
industries looking to expand or diversify; assistance may 


take the form of loans, guarantees, equity purchase, 


= ype 


provision of sites or technical expertise. The maximum 
loan is $500,000. 


The Act is administered by an appointed Council, 
linked to the Ontario Development Council. Loans of over 


$100,000 must receive Executive Council approval. 


b. CANADA 
4; ae OF REGIONAL ECONOMIC EXPANSION ACL WR. Sis Calm y Ul, 
This Department was created with the object of acting 
for the federal government in matters relating to economic 
expansion and social adjustment "in areas requiring special 
measures to improve opportunities for productive employment" 
(s.5). These special areas are to be designated by Cabinet, 


in consultation with the province in question (s.6). 


The Minister may then move unilaterally to formulate 
plans for such economic expansion (s.7), or enter into a 
specific agreement with that province for development and 
implementation of a plan (s.8). The federal contribution 


might include facilities, services and cash contributions. 


In addition, special agreements for establishing, ex- 
panding or modernizing a specific "work" are possible where 
the Minister is satisfied such an undertaking is essential 
to the success of an overall regional plan. The agreement 
may be with the province concerned (sS.9), or with the 
individual proponent of the undertaking (s.10). Alterna- 
tives include guaranteeing a loan, making a loan, or giving 


a grant, toward the necessary capital expenditure. 


Schedules of areas designated under the Act include 
those which depend on wood-based industries, and those 
which may develop resource-based industries (SOR 70-139). 
In Ontario, the Renfrew-Pembroke area was deSignated for 
April 70 to June 72; this designation has been extended 


to. June 30:;,.1974. 


a fete 


ii. REGIONAL DEVELOPMENT INCENTIVES ACT. DR. SGaCeltOth, Ras, 


AtwC2 5 


Zhe Supp.) 


The criteria for designating a regional development 


incentive region are: 


(1) 


(2) 


that existing opportunities for employment are 
exceptionally inadequate and 

that modernization, or expansion of old facili- 
ties, or development of new ones will make a 

‘el oniticant™ contr buciom contre SoluULLOn Of 

the problem (s.3(2)). The Minister may, at 

his discretion, allow incentives up to a maximum 
of one-half the capital to be employed in the 
operation (approved capital costs, any additional 
fixed assets, plus working capital necessary to 
commence operations), or $30,000 per job created, 
whichever is lesser (s.5). The Act as amended 
imposes strict time limitations for the completion 
of applicant projects - December Seo 3 at 


minimum and December 31, 1976 at maximum (s.9). 


In 1971, a “loan guarantee" provision was added, the 


criteria remaining the same as for a development incentive, 


except that the Minister thinks an outnight grant is 


unnecessary (s.13.1). 


The Act may relate significantly to the pulp and paper 


industry in two ways: 


(1) 


(2) 


creation of secondary job sources to reduce the 
impact on the region of lay-offs or shut-downs 
that may result from enforcement of abatement 
regulations on mills; 

provision for including the cost of pollution 
abatement equipment when determining the amount 


of any incentive (s.6). 


iid. 
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The Act is not adapted to subsidizing the installation 


of abatement equipment per se. 


The basic regulations pertaining to these incentives 
are set out in SOR 69-398. The designated areas in Ontario 
include almost all of Northern Ontario: Algoma, Manitoulin, 
Rainy River, Sudbury, Tamiskaming, Cochrane, Thunder Bay, 
and portions of Kenora and Nipissing. Also designated are 


the counties of Glengarry, Prescott. and “Stormont: 


INDUSTRIAL DEVELOPMENT BANK ACT. R.wS.C.. 1970, 1-9 

The object of this Act is "to promote the economic 
welfare of Canada by increasing the effectiveness of 
monetary action through ensuring the availability of 
credit to industrial enterprises which may reasonably 
be expected to prove successful if a high level of 


income and employment is maintained". (preface). 


Like the regional incentives scheme, this Act may 
be useful to finance new industries or expand established 
ones, with a view to taking the pressure off forestry or 
pulping, activities to provide tne sole economic base of 
an area. BeSides providing that the bank may lend money, 
or guarantee loans, the Act permits the Bank to under- 
write the whole or any part of an issue of stocks, bonds 


or debentures of the client company. 


7. 


Research Incentives 


(a) 


aks 


ss 


CANADA 


FORESTRY DEVELOPMENT AND RESEARCH ACT R.S.C. 1970, F-30; 
ane: Gna4 eo (2ndy Supp.) 


Very general powers are conferred by this Act on 
the Minister of the Environment. Within the limits of his 
powers as set out in the Department of the Environment Act, 
RSC (197.0: \(2nd \Suppeireidi4, he se pins truetedste, “provide 
for research into the protection, management and 
utilization" of the forest resources under federal juris- 
diction (ss3(1)(a)). ‘There is no specific provision for 
joint federal-provincial studies (although these are 
clearly not prohibited either). Mandate to involve itself 
with private industry is limited to a power to conduct 
economic studies with respect to forest industries, and 
marketing of forest products. There is no direction to 
explore issues of conservation or environmental protection 


in relation to forest industries. 


INDUSTRIAL RESEARCH AND DEVELOPMENT INCENTIVES ACT 
R. SG 70), eh hO name, GalhS obLst upp. )r: 1970-71-72, 
Gude. e203 


A corporation may apply to the Minister of Industry, 
Trade and Commerce for partial reimbursement of any expen- 
diture made for scientific research and-development in a 
fiscal period of the ‘corporation (s.3).. The criterion for 
award of the incentive is that the research "is likely to 
result in benefit to Canada if it is successful" (s.3(2)). 
By regulation, Cabinet has defined "benefit to Canada" in 
terms of these considerations: 

(a) whether it was done for the purpose of strength- 

ening or extending the business in Canada, and 

(b) whether the results may be exploited in Canada 

and on the export market. (SOR 67/269; 70/318) 


The regulations neither specifically include or exclude 
developments in pollution abatement, but a persuasive case 
could be constructed that such research strengthens the 
business in Canada, and that any discovery would be 


marketable per se internationally. 


ie OES 


There are limits set to the kinds of capital expendi- 
ture eligible for reimbursement (s.4(4)); eligible current 
expenditures include in-house research by the applicant, 
and also payments to a university, research insitute or 
another corporation for research contracted out to them 
CS OULD)" 


The grant is not subject to income tax (s.9), and may 


be applied against tax liability of the applicant (s.*(2)). 
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8. Agencies Which Administer the Statutes 
a. ONTARIO 
| 


Ministry of Energy Pollution Abatement Incentive Act. 
R.S.0..'1970  ¢c.352 as amended? 1972, 
CLs she 

Ministry of Natural Lakes and Rivers Improvement Act 

BeSOULGae R.S.O. 1970 c.233 amended 1971 c.50, | 
s.50 

Ministry of the Environmental Protection Act | 

EON ROMMEIG S 0. 1971 c.86 amended 1972, c.106 


Ontario Water Resources Act 
RUSLOy 19 7Omic 2832 amendedwlen2 tea 
Sn0 

Ministry of Health Public Health Act | 
RS. Oo £970" 6.377 amended GLO Tie ter 2S 
LOZ IC. ABO 

Ministry of Natural Public Lands Act 


id pS R.§.0. 1970 c.380, amended 1971, 
he. Tone at 10; 1972 aloo 


Crown Timber Act 

R.S5.0. 12970, c.h02° amended 197 leer, 
1972004 S. 16s Loi ge 26 

Forestry Act | 
R.S.0. 1970, c.181; amended 1971, c.17} 
197.1), c.50 ts...42 | 
Woodlands Improvement Act ; 
RS 60.) OO Gg Crone 


Provincial Parks Act 


R.§.0...1970 .c.3717 amended 197) ovie, 
L972, (O.7 pa yieee oe ae 

Wilderness Areas Act 

ReS:0./L970,. Cc. 4939 | 
Settlers' Pulpwood Protection Act 
Ri StOLFL9TCG:,, e2A32 | 
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Ministry of Treasury, Income Tax Act 
Poem Catar thers emcee oth Re cy ovei ot Oot] (DIMmaNendedi1971-e%.22+ 


Affairs 
LOPA CAG). Ce ao Cee cr POU, 197 1 
Cr1465 509725 c.1 °s.106 
Ministry of Revenue Retail Sales Tax Act 
R.S O.eL9 70-6415 amended’ 1972),.c.21 
Assessment Act 
RISO. LOT Operas 
Provincial Land Tax Act 
R.S.O. 1970, c.370; amended 1971, c.50 
S.7U0) (LIV eee. Sak 
Northern Ontario Development Northern Ontario Development Act 
ere uson R.S.0. 1970, c.299 
Repeated by 1973, c.84, s.27(2) 


J ah Sie 


b. CANADA 


Department of the 
Environment ~ 


Department of Indian 
Affairs: Northern 
Development 


Department of Nat'l 
Revenue 


Privy Council 


Department of Regional 
& Economic Expansion 


Department of Trade, 
Industry & Commerce 


Fisheries Act 

R.S.C. 1970 F=-14, amended c. 17 (fee 
Supp..)..-c -Tl4( 2nd Supp.) 

Canada Water Act 

moe. LO ON CrSt Sp p aC. o 
Migratory Birds Convention Act 
R.S.C. 1970, M-l123 "amended c.14 
(2na Supp.) 

Clean Air Act 

SCy LS) OS ee (Core 

National Parks Act 

BS) Co aor, Noes 


Excise Tax Act 

R.S.C. 1970 E-13 amended 1970-71-72, 
G,.62\ Cc. 1) “(2nd 
Customs Act 

R.S.C. 1970 c.40 amended c.10 (2nd 
Supp. ) |. G7 32e-(2na Supp ies zec wi 
Ser 

Customs Tariff Act 

RvS5C.61970, ce4l  amendedsd9 70-7 laa 
C265 

Income TaxSAct 

Reo? C. eles Aes e  .C..b5 

ExXportsAct 

R.o.C., 1970) G206 


Department of Regional Economic 
Expansion Act 


ROS.C. 1970 R46 

Regional Development Incentives Act 
R.S.C. 1970 R-3;..amended c.25 

(2nd Supp.) 

Industrial Development Bank Act 

Ro vee LILO, a9 
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Department of the 
Environment 


Department of Industry, 
Trade and Commerce 


Department of the 
Environment 


Forestry Development and Research Act 
R2S.C. 1970, F-30 amended c.14 
(2nd Supp.) 


Industrial Research and Development 
Incentives Act 


Rwoec. +1970,,.0-10.amended.c.18 
CLSteSupp ars e197 0s 7l=7 2. e543). 6.63 
International River Improvements Act 
ReSeCeet970, I-22; .amended.c.14 

(2nd Supp.) 


D- MUNICIPAL POWERS 

As discussed in Part 1, municipalities in Ontario have 
considerable authority to pass by-laws for the purpose of 
regulating the discharge of industrial setieue aeerohs Damen 
the dumping of wastes into harbours and bays in the munici- 
pall Cee na dealing with public nuisances arising from the 
operation of industrial Sn Raieicicccney The figures below 
represent part of the results of a survey of the extent to 
which these powers have been adopted and used in municipal- 


ities where pulp and paper operations are located. 


The first part of the survey involved sending a ques- 
tionaire to all municipalities having pulp and paper mills. 
Two questions were asked. The first question inquired 
whether the municipality had, in fact, passed any by-laws 
regulating industrial enterprises under the enabling provi- 
sions of the Municipal Act. Secondly it was asked whether 
there had been occasion to enforce these by-laws during the 
past 10 years. The results of the questionnaire are presented 
in Table II-2. 


Of the questionnaires returned, 45% of the municipal- 
ities did have such by-laws, and approximately 25% had 
enforced them within the past ten years. The results varied 
significantly from region to region. Of the northern munici- 
palities, only 20% had by-laws at all, and there had been no 
prosecutions recently. The more densely populated southern 
and eastern regions were more active both in enacting and 


enforcing regulations of this sort. 


20° -Manicipel Act. RSO 2970; (¢.246), 6.3541) = aio, 129 
oi tea. . 6.552.407 2460 
oO Toid, S242) Beo04tl) «2142S 


23 The rate of return was 75%. It is assumed that enforcement 
involved legal action to compel compliance, not merely 
persuasion. 


TABLE II-2 
RESULTS OF A SURVEY TO DETERMINE WHETHER MUNICIPALITIES HAVING 
PULP AND PAPER MILLS HAVE PASSED AND ENFORCED BY-LAWS REGULATING 
WASTE DISPOSAL OF AN INDUSTRIAL OPERATION 


Regions Northern Central Eastern Southern TOTAL 


No. of question- 
naires sent 10 5 6 6 Zi 


No. of replies 


received 10 2 4 did 20 
Municipalities 

having By-Laws 2 i 3 3 9 
Enforcement 


within past ten 
years 0 iL 2 2 5 


The questionnaires were followed up with telephone 
interviews with the clerks and engineers of the municipalities 
surveyed. These conversations revealed that even where 
by-laws do exist, they concern themselves almost exclusively 
with industrial wastes discharged into the municipal sewer 
system. Municipalities have not attempted to regulate dumping 
directly into public waters. Furthermore, the reasons for the 
disparity among regions become clear when the situation of a 
small town is considered. To begin with, the town has neither 
the funds nor personnel with the necessary expertise, to assume 
the role of regulating a major industry's activities. Hence, 
many of them did not have a by-law enforcement officer. In some 
cases, the mill itself is located in a remote area where the 
polluting effects have little or no impact on the town. It is 
obvious that a small town, with a pulp mill as virtually the only 
employer, is not in a good position to insist on expensive 


abatement measures. 


iG oe 


In general, municipalities regard the pollution of 
major watercourses as a matter for the province to deal with. 
In most cases, there has been a long-standing tradition that 
the mill deals directly with the provincial regulatory agency, 
by-passing the municipal council. Sometimes the council has 
a voice in the negotiations, but the initiative is nearly 
always taken by the province. Several of the large mills 
discharge effluent into international boundary waters. The 
attitude of the municipalities in this situation is that only 
the federal and provincial authorities are able to deal with 


enterprises whose impact is international. 


Until the adoption of the Ontario Air Pollution Control 
Act, the municipalities were expected to deal with air 
pollution problems. Now, however, it seems to be assumed 
by the municipalities that the Ontario Ministry of the 
Environment has exclusive responsibility for air pollution at 
least when it stems from a major industrial establishment. 
Several municipal officers said they referred complaints 


directly tovthe provincial authority. 


Large municipalities with greater resources tend to 
enforce their by-laws. Metropolitan Toronto, Scarborough and 
Ottawa all predictably have by-laws related to industrial 


effluents and have enforced them. 


24 ‘RSO 1870) e.16? rep. 1971, 2.86; S.104 
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E. PROSECUTIONS OF PULP AND PAPER COMPANIES 


The maximum penalty for an offense under s.27(1) 
OURCATRAS 40211960 cf28 1 ewas ca to] 000 .fane ior li year 
imprisonment or both. This penalty was subsequently 
amended ((R=S:-0.01970%cl124 s.lo¢l),)')tou$5,000 or .l.year 
imprisonment or both for a first conviction and $10,000 
or 1 year imprisonment or both for each subsequent 
conviction. From January 1967 to December 1971, there 
were nine prosecutions of pulp and paper companies under 
the old section. The public prosecutions which did take 
place are set out in Table II-3 infra. One of the charges, 
that against Kimberly-Clark Ltd., was quashed and, in the 
remainder of the cases, fines imposed upon conviction 
ranged from $350 to the $1,000 maximum fine. 


The existing precedents regarding cases under the 
relevant legislation are R. v Matspeck Construction Ltd. 
(1965) 2 Of RR. 730,.,which, held, inter alta, that: no 
duplicity is contained in a charge under s.27(1) OWRCA 
(now s.32(1) OWRCA); and R. v Industrial Tankers Ltd. 
(1968) 2 O.R. 142 which held that liability under the 
relevant section is strict and no mens rea (intent) need 
be proved by the Crown in the prosecution of the charges. 
In addition, Industrial Tankers held that a corporation 
is liable for the acts or omissions of its employees 
when those acts or omissions cause a contravention of the 


provisions of the Act. 


The available decisions in these cases give some 
basis for optimism. In the Garden City Paper Mills case, 
Garard, Prov.-Crt. J., in handing down a conviction and 
imposing a $700 fine, implied by his comments that 
"Approval Certificates" issued under the Act do not 
constitute statutory authority to pollute the water, and 
that any final approval of a work or undertaking is 


primarily based upon its effectiveness rather than its 
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mere existence.*” In the Domtar Newsprint case, Connor, 
Prov.-Crt. J., in finding against the defendant and 
imposing a $1,000 fine, clearly stated his opinion that 
the existing fines were too low, and that the legislation 


¢ O27 Judge Connor also referred 


required "more teeth". 
to the fact that "we are a little late in this country 
in taking a stand against pollution" and referred to the 
desirability of passing down a heritage of lakes, not 


cesspools". 


His Honour added, "Penalties are sometimes considered 
as more or less a collection, as licenced permission. 


They shouldn't be, they should be to deter, to prevent 


a situation which is wrong and to remove that situation."7° 


25 Oral decision, June 5/70, unreported. 
26 Oral decision, January22/70, unreported. 
27 The maximum fine has since been changed. However, there 


have been no prosecutions initiated against pulp and paper 


companies under the OWRCA since this amendment. 
20 OPeecit. ootnote’264supra’: 
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F. PRIVATE REMEDIES 


Li 


Introduction | 
The pollution control legislation discussed in Section 

c is public law. It arises from the fairly recent 

governmental concern for the generalized problem of 

environmental degradation. The common law courts, in 

their own way, have been confronted with the same issues 

on a private scale for many centuries. As a result, a 

number of distinctive "causes of action" have evolved 

for initiating private proceedings concerning environ- 

mental damage. Fach has its own peculiar elements and 

scope of remedy. There are three major causes of action; 

nuisance, riparian rights, and trespass. Actions in s 

negligence and those based on the "Rylands v Fletcher"?? 


doctrine are of peripheral importance. 


The advantage of the common law causes of action is 
that, with one exception, they offer certain private 
persons the capacity to take the initiative against per- 
sons damaging the plaintiff's rights in his environment. 
This discussion will not speculate at length upon the 
possiblity of expanding these doctrines. Most of the 
standards are worded so broadly that it could be argued 
that they would apply to almost every instance of polluting 
activety. “Infact 7 there care, peal, limitations to the 
future usefulness of the private remedy in halting environ- 
mental damage, and they lie primarily in factors outside 


the doctrines themselves. These will be discussed later. 


Nuisance 
Nuisance is subdivided into two categories: public 
and private. The distinction involves the nature of the 


right interfered with to give rise to the cause of action. 


Public nuisance is an act or omission which obstructs 


or causes inconvenience or damage to the public in the 
exercise of rights common to all Her Majesty's subjects.>” 


*The remainder of the footnotes are presented at the 
end of the chapter. 


re ee 


These rights usually pertain to uses of the public domain 
such as the right to fish in or to navigate lakes and 
rivers. Public nuisance extends, however, to any material 
interference with public health, safety, and comfort. It 

is important to note that interference with purely aesthetic 


comforts is not included in the scope of a public nuisance. 


tiesacres sopjected CoO need not vin fact artect the 
entire public, but must be of such a nature that they would 
interfere with the rights of any member of the public who 
encountered ie Pa 

The only defence available against a suit in public 
nuisance is statutory authority. It is impossible to 
acquire a prescriptive right to commit a public nuisance; 
nor is it relevant that there are other persons contri- 
buting to the damage eecened. | Banallyi,, 2 smakes no 
difference that the defendant is using his land resonably 
without negligence, so long as the effect is an unreason- 


able incursion upon the public right. 


Grounds for public nuisance can include emission of 
contaminants, odours, noise or vibrations into air or water, 
if they materially interfere with fishing, health or normal 
comfort of a class of the public. It thus appears to be a 


perfect source of relief from mill pollution. 


The drawback is that no individual has standing to sue 
on the public interest, except in the special circumstance 
that damage tothe plaintiie difteus»in kind kerompthat iof 
the public. >" This qualification depreciates the value of 
the action in controlling the pulp industry, since the 
detriment it causes to a community tends to be generalized, 


and to affect all in much the same way. 


ory tsa 


Fn, tact, 2h (3934) .a commercial fisherman in New Brunswick 
attempted to rely on public nuisance to enjoin a pulp 

and paper mill from dumping its wastes into the bay where . 
he Gxeuedenn The court declined to recognize that his 
damage was any different from that of thes pubLie.excepe 

in degree, despite the fact that fishing was the source 


of has livelihoods 


Private nuisance is interference with an individual's 
right to the.use and enjoyment of his i ree It may 
be grounded in actual damage to the property (including 
damage to its value), or in a sensible impairment of the 
individual's enjoyment and personal comfort in the use of 
that property. The standard of comfort protected is not 
a subjective one, and does not extend to matters of "mere 
delicacy or fastidiousness". What is protected is the 
ordinary comfort, physically, of human existence", as 
judged by "plain, sober ideo detn ak In ‘order *tohave 
standing to sue, then, the complainant must have some 
property interest (even that of a tenant) which is being 
impaired. This condition immediately limits its usefulness 
for controlling a pulp and paper mill, since the worst 
offenders tend to be situated in sparsely-populated areas, 
with mill employees comprising most of the private property 
owners in the area. The cause of action is beyond the 
reach of a public spirited non-resident whose only interest 
in the issue is a general aversion to environmental 


degradation. 


Two major defences are available to a private nuisance 
suit: If the defendant can show he has express 
statutory authority to create the nuisance, he is beyond 
private action. Simply to be licensed to operate is not 
enough, unless the licence prescribes the mode of operation, 
and the obvious and necessary effect of such process is to 


create a nuisance. 
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Prescription can be a valid defense against private 
nuisance although it is not relevant in cases of public 
ieancer However, whenever there is an alteration in 
the degree of nuisance produced by the plant, a new 
prescriptive period commences. A mill cannot discharge 
ten,tons of wood fibre. a day for 15 years, increase the 
volume of discharge to 20 tons a day for 5 years, and 
then claim to have established a prescriptive right to 
descharge,.20 tons a day. .The private right of action 


has revived. 


In 1922 a suit in nuisance against the Canada Paper 
Company was carried to the Supreme Court of Ganada."° 
A neighbour alleged the odours from the sulphite process 
created a material infringement of his comfort and enjoy- 
ment of his home. The company raised the argument so 
often heard to justify political decisyons .to) tolerate 
pollution: employment of the sulphite process in the mill 
sufficiently enhanced the prosperity of the town to justify 
infringement of the plaintiff's private rights. Although 
considerations of public welfare are never an absolute 
defence to a nuisance action, in some cases the court will 
be influenced by these factors to substitute money damages 
for the traditional aan oey cade In the Canada Paper 
suit, the court was not satisfied that the mill could find 
no alternative to the offending process, and invoked the 
injunction. Conservationists would be heartened at the 
parting words of Mr. Justice Idington: 

"The invasion of rights incidental to the ownership 
of property may suit the grasping tendencies of some, 
and incidentally the needs and desires of the 
majority, (but) such a principle of-action should be 


stoutly resisted by our courts”. 


The list of ineffectual defences to a nuisance is 3 
Lene ee It is no defence that the defendant is 

making a reasonable use of his land, or that hist acta] 
vities are carried on without negligence. Nor is it 

a defence that he has installed the best available 
technology for control of the nuisance. It is irrelevant 
that other persons contribute to the nuisance. The de- 
fendant cannot ask for excuse because of the disparity 
between the cost of abatement to his enterprise, and the 
damage the individual plaintiff is suffering. Like the 
"public welfare" consideration, these matters do not 
change the fact that the person responsible for a nui- 
sance is liable to the person whose rights are infringed 
upon. It is very important, however, to realize that the 
factors of public welfare, best available technology, and 
SO on, can be weighed in deciding whether to order an 
injunction, or simply an amount of money damages to the 


= If a private litigant is motivated by a 


plainel et . 
desire to see pollution abated, for his own sake and that 
of the environment at large, money damages are a poor sub- 
stitute for the injunction. The reasons for this contention 
will be expanded upon in the discussion of inroads in the 


common law remedies. 


Interference With Riparian Rights 
Interference with riparian rights is a subcategory 
of nuisance. The riparian right is in essence a non- 
corporeal right incidental to the ownership of land 
through which a current of water passes (usually a river, 
but technically a lake also). In the seminal case, 
John Young v. Bankier Distitiertes the court stated: 
"The riparian proprietor is entitled to the water 
of his stream, in its natural flow, without 
sensible diminution or increase and without 
sensible alteration in its character or flow". 
This doctrine dates back to Roman Law. At its root is the 


recognition that all persons living along a watercourse 


depend upon the water flowing past for their primary 
domestic purposes, and that an upstream dweller 
exceeds his lawful powers when he uses the water so 
as to deprive a downstream owner of his rightful use. 
Theyriparian actaon is distinct from an ordinary 
nuisance in that the plaintiff need show no actual 
harm to himself to have a cause of action. Any sen- 
Sible change in quantity or quality constitutes an 
infringement on his notional rights, and injury toa 


right is actionable even if no damage is done. 


The most famous of all court cases involving pulp 
and paper mills was an action by seven riparian land- 
owners along the Spanish River (near Espanola) against 
the Kalamazoo Vegetable Parchment Co. Ltd. - the K.V.P. 
Bees aas In an exhaustive judgment, Mr. Justice McRuer 
carefully examined the overwhelming evidence of impair- 
ment to the quality of the Spanish River, and its 
devastating effects on the domestic utility of the water. 
He confirmed that the ineffectual defences to a nuisance 
could not be applied in a riparian suit either. In ord- 
ering an injunction against the offending mill, he did 
not even consider the alternative of assigning pecuniary 
damages to the plaintiff's as a substitute. The 
decision was a high water mark for the riparian land- 
owner, aS it proceeded without reversal through the 
Ontario Coure” oF Appeal 76 and the Supreme Court of Cansdauns 
The Government in power attempted to intervene in the 
course of the appeals by enacting an amendment to the 
Lakes and Rivers Improvements nove" The amendment 
amounted to,.a. statutory «direction “that™-in’ a‘civil action, 
a court was to consider the significance of the mill to 
all the inhabitants of the region, and suggested that an 
injunction was improper if that significance was found to 
be substantial. The superior courts did not find the 
amendment compelling. The injunction stood. Finally in 
1950 the government was obliged to pass a private bill 
dissolving "every injunction heretofore granted against 


the KVP Company." 
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The Act claimed not to prejudice any future right of 
action against the company arising from pollution of theme 
waters of the Spanish River; but it hinted strongly that 
that the only remedy that would be tolerated would be an 
award of damages, and even provided for swift out-of- 


court arbitration of disputes. 


The riparian action, then, remains potent and intact 
in law, however, legislative interference has impaired the 


effectiveness of this principle in Ontario. 


Trespass is defined as an invasion of an individual's 
rights to exclusive possession of his bande In the 
past, a direct invasion (and resulting damage) was trespass 
while an indirect one’ was nuisance. In light of modern 
awareness of the damaging effects of minute particles, and 
of transmission of energy, the nature of events that the 
law will recognize as a direct invasion is changing. In 
1959, an Oregon rancher recovered damages in trespass for 
damage to his land and livestock from flouride gases 


; See 
emitted by a metals plant. 


Traditionally, once the plaintiff established an in= 
vasion of his land,the party responsible was strictly liable 
for any damage resulting. There is no case law in trespass 
dealing with reasonability or absence of negligence on the 
defendant's part. As the concept of "invasion" becomes 
more sophisticated, however, so does the test to determine 
liability for the results. Courts will be InquLGing 
whether the alleged "trespass" actually did invade some 
legally protected right of exclusivity of ownership. The 
doctrines of trespass and nuisance, then, approach merger 
at least with respect to the sorts of invasion resulting 
from emission of contaminants into water; gases and partic- 
ulates into the air. Trespass, it is predicted, will not 
be any simpler an action to pursue than nuisance against a 


paper mill. 
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There is an old Ontario case (1920) which admitted 
that, "in respect of the soot and carbon coming from the 
defendant's chimney, plaintiff has established at least 
a nomial cause of action in trespass."> The defendant 
was a pulp and paper mill. This minor authority is hardly 
a compelling precedent, but it does demonstrate that an 
action in trespass against pollution from a mill is not 
unthinkable. It offers a "peg" for the court to "hang 


ttsahattron";, if? YGieso chooses: 


Other "Causes of Action" 

Two other causes of action have peripheral applica- 
tion to environmental problems, but because of their 
nature, are not likely to be of use against a pulp 
mill. The first, negligence, is only actionable where 
the plaintiff can establish the defendant had a duty toward 
him, personally, to take care.>> Secondly, the defendent 
must have been able to forsee the resulting damages to the 
plaintiff. Although the foreseeability element may be 
satisfied,>- the law has still not advanced to the point 
that it recognizes any general duty on private enterprise 
with respect to environmental protection for the sake of 
Others. Moreover, a plaintiff would have to prove the 
industry carried on its business on a lower standard than 
that which is usual in similar enterprises. Altogether, 
negligence is virtually impossible to establish against 


industry within the current scope of the law. 


The other cause of action is a strict liability 
doctrine derived from an 1868 case, Rylands v Fletcher?” 
While the case turned very much on its own peculiar facts, 
the court attempted to enunciate some general principles 
which would serve as a test for further application of 
the doctrine. °° It concluded that, as soon as a person 
begins a non-natural use of his lands, he becomes 
instantaneously liable should there De a resulting escape 


of some substance which harms another person's property. 
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A second judgment introduced the notion that simply the 
keeping on one's land of a substance likely to do mischief 
if it escapes is sufficient cause for action. 


Clearly, undiscriminating application of the tests 
derived from the Rylands v Fletcher case would result in 
strict liability for almost any sort of emission of 
contaminants, if they did any harm to other property.” | 
These tests would also quickly supplant the long- 
established actions in nuisance and negligence, and in- 
validate tests for liability which represent centuries 
of delicate judicial balancing of interests. Although 
the doctrine was recently applied in Saskatchewan to allow 
recovery for crop damage from pesticide drift, the court 
had to strain the construction of non-natural use to 
great lengths in order to do oo 

Generally, the substance which escapes must be innately 
sta The test of 


"dangerousness", coupled with the fact that the substance 


dangerous to incur strict liability. 


must damage the plaintiff's property directly, renders the 
doctrine unsuitable for instituting actions against 
dischargers of by-products of a normal manufacturing process 


into air and water. 


Private Rights and Government Enforcement 

In the past three years, some environmental pressure 
groups in Ontario have experimented with the possibilities 
of introducing the private litigant into the process of 
administering statutory law. It is clearly the prerogative 
of a private informant to prosecute a summary conviction 
offence independently from the administrative anehorities soe 
All offences in pollution abatement statutes are summary in 
nature. Private prosecutions can be immensely useful, 
since they focus public attention on the offender and promote 
political action to remedy the problem. They can have the 
effect of imposing an interim injunction on the accused, 
and involve no costs to the informant unless his allegation 


was absolutely frivelouse The private prosecution also 
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has defects which are quite apparent when one considers 
the applicability of the action to the pulp and paper 
industry. In the first place, the result of a criminal 
action is a cash penalty. This does not remedy the 
actual problem. Second, where the statute provides for 
an approved plan of remediation and the mill is operating 
under such a plan, it is immune from prosecution. The 
Sanction is suspended despite the fact that the existence 
of an approved programme carries no legally enforceable 
guarantee that the offence will cease by the stated 
completion dates 

Attempts have also been made to press government 
officials into exercising their powers in a certain way, 
under the statutory instruments they eave The 
vehicle is a judicial order known as "mandamus". This 
order will only attach, however, where there is an 
express duty clearly outlined in the statute; it cannot 
be used where the language of a statute confers discretion 
EO. act ion. an officials, Only. the Public Health phe in 
Ontario creates a duty in its officials, while the terms 
of the Environmental Protection Aes anceecne. (Ontanio Water 
Resources Act ©6 are unambiguously discretionary. Mandamus 
is therefore, ineffectual to compel any particular 
administrative action on environmental matters. For the 
Same reason, an objector cannot look to the courts to 
review an administrative decision under the existing envi- 
ronmental legislation in Ear ariolee In addition, there 
is a problem of standing to ask the court for any of these 
special remedies. Plaintiff must demonstrate a special 
interest in the decision before he has a right to request 
a review of it. In the eyes of Canadian courts, special 
interest coincides with an economically valuable property 


interest. 
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One private litigant recently attempted to assert ~* 
that the government operated under a public trust to the 
people of the province in relation to the environment. 

The legal trustee/beneficiary relationship is an onerous 
one; recognition of such a duty would amount to the grant 
of an environmental "bill of rights" to every citizen. 

The action was unsuccessful. Public trust in the environ- 


ment is a concept of the future in Canada. 


Obstacles to Common Law Remedies 

In theory, common law remedies appear to offer 
effective tools in the hands of a private person for 
producing remedial action among polluters. In fact, there 
are considerable obstacles to their utility. In the first 
place, the doctrines developed to afford relief to people 
whose personal rights in property were being damaged and 
proof of such an effect is a necessary element of any 
private action. Because many of the most offensive pulping 
Operations are located in relatively remote areas, there 
are limited numbers of private citizens who could even 
claim a cause of action. Many of these are inhabitants of 
a "one-industry" town and depend on the mill for their 
livelihood. In short, without a complainant there is no 
case. Most laymen feel insecure in challenging the 
company's assertion that it is doing all it can to abate 


pollution. 


Secondly, a private civil action is expensive and 
time-consuming. It is unrealistic to imagine an indi- 
vidual complainant is on equal footing with a corporation, 


all verbiage about equality before the law aside. 


A private citizen normally has access neither to the 
expertise, nor to the money, to mount a case. There is 
little incentive to attempt a test case against a major 
enterprise, with the prospect of a long series of appeals 
and only partial recapture of costs even if the plaintiff 


is successful. 


m4 


Thirdly, a private law suit, in the short run, operates 
only against the individual polluter who is party to the 
action. Naturally, it is not easy to measure the indirect 
effect on similar enterprises, of an unfavourable decision 
against one of their number. Intensive litigation by 
individuals, combined with an assumption by the judiciary 
of liberal attitudes toward enforcing private rights, might 
produce a remarkable surge of preventive efforts in industry. 
Such sanguine visions are, however, pure speculation. The 
more likely industrial response is resentment of interfer- 
ence by the courts, coupled with righteous annoyance that 
members of the public should choose any one enterprise to 
pursue when many are doing the same thing and "getting away 
Withadt vin the founth place private lawedoes not 
recognize the value of aesthetic beauty, and is a clumsy tool 


‘for the conservationist or land use planner. 


The final threat to the private environmental suit derives 
ironically, from the public authorities whose mandate is to 


protect the public interest at large. 


The function of the legislature and its statutory 
agencies is to balance interests according to political 
priorities. Environmental degradation may be secondary to 
employment, revenue or export considerations. On the other 
hand, private individuals have traditionally been able to 
look to the courts for a decision unaffected by’ policy, 
focused exclusively on damage to the individual. This 
places the court in the anomalous position of possibly 
disrupting the operation of a carefully planned and 
balanced management scheme. Civil courts have no inherent 
jurisdiction at common law to criticize or upgrade the 
standards set by administrative authorities or to override 
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their decisions. ~ The Canadian response to this uneasy 


juxtaposition of laws is a trend toward diminution of the 
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private right. These developments are best traced through 
an examination of statute law, and judicial convention as 


evidenced in case law. 


To begin with, the traditional remedy of injunction 
for nuisance is in danger. In the past, injunction was a 
tool the court could employ to force a polluter to go to 
the extra expense of installing abatement technology, or £6 
put pressure on the industry to develop such equipment. 
Injunctions were never enforceable from the day of the 
order; there was always a period of suspension, a time 
allowance for finding alternative measures to abate the 
nuisance. The spectre of immediate shutdown is a false 


one. 


The alternative to injunction, permanent damages, 
represents the loss by the private complainant and the 
public at large of the opportunity to oblige the polluter 
to respect the environment over the costs of the clean-up. 
It also has the effect of depriving any future owner of 
that property of a right of action on the nuisance. 
Permanent damages run with the land; they amount to an 
enforced "sale", to the defendant by the plaintiff, of the 


rights which are infringed upon by the nuisance. 


Courts are becoming much less confident about requiring 
that polluters clean up their operations. Moreover, the 
larger the pollution the greater will be the cost of the 
clean-up, and the greater the disparity between Rus: eOosts 
and those of the damaged plaintiff. The dominant court 
attitude is that, if the polluter is to be stopped and the 
appropriate agency has the power to do so, Teo Sith. Chae 
forum that the full spectrum of economic and social 


implications of such a decision are to be considered. 
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The legislature has, in the past, promoted this trend 
by passing provisions like s.37(1) the Lakes and Rivers 
Improvement Act, and the Act Respecting the KVP Co. teas 
In some instances it has removed the common law remedy 
entirely. Section 33(5) of the Ontario Water Resources Act 
gives statutory authority for the activities of any sewage 
works (both industrial and municipal by definition) which 
is constructed and operated under the discretionary approval 
of the MOE. The Mining opal provides that the Mining 
Commissioner may require landowners to forego their 
property rights in favour of a mine which wishes to dump 
tailings on their land, or into waters on which their property 
abuts. Compensation is assured, but the primacy of the 
private right is subverted. This provision does not apply 
to paper mills, but it is indicative of the premium which 
the legislature has placed on encouraging primary resource 


industries. 
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Martin v. Reynolds Metals Co. 221 Ore.86 
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Fillion v. New Brunswick International Paper, (1934) 3 D.L.R. 
22 
It is hoped that courts today are more demanding with respect 


to what damage they expect an industrialist to foresee as a 
result of pollution he creates, than they were in 1934 when 


Fillion was decided. 


Footnote 1, supra 


A neighbour had accumulated a reservoir of water on his own 
lands, for his mining purposes. It subsequently leaked into 
the plaintiff's mine shafts. 


The doctrine does not involve itself with the finer issues of 
notional rights to a clean environment. 


Mihalchuk v. Ratke et. ex., (1966) 55 W.W.R.555. . The court 
decided as a fact that spraying herbicides from the air was 
a "non-natural" as opposed to "natural" use , because it was 
an unusual method at that time and necessarily involved more 


risk to others than tractor - drawn applicators. 
Bohlen, The Rule in Rylands v. Fletcher (1911) 59 U.Pa.L. 
Rev., p. 298. 


By s.720, the "prosecutor" may be the informant; the 
prosecutor is entitled personally to conduct his case 
CS a Nice 


Re. ex. rel. McCarthy v. Adventure Charcoal Enterprises Ltd. 
(May,920,) 1972) Rentrew Cty... Prov. Ct. (Criminal Division). 


The effect is to deprive a private person of power to take 
any initiative, unless it can prove the company is violating 
1S “CONTYOL ‘order: 


Harcourt & Harcourt v. Hon. Donald C. Jamieson, Jean Marchand, 
Manslewangdowsk1,.and Lewman Air Toronto Ltd. (Nov..(134.-1973) 
Federal Court of Canada. 
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of the Environment and Adventure Charcoal Enterprises Ltd. 
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Larry Green et. al. v. Her Majesty the Queen in Right of 
Ontario and Lake Ontario Cement (Oct., 1972) S.C. Ont. 


Contrast the Michigan Environmental Protection Act, 1970 
SaanManchester, Ves Hharnworth i [1930] Ae ois) 

See footnotes 18 and 19 respectively, supra. 
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ANALYSIS OF MARKET CONDITIONS 
AND STRUCTURE OF THE INDUSTRY 


A. INTRODUCTION 
GA Objectives 
The economic impacts of governmental policies 
aimed at abating industrial pollution are contingent to 
a large extent on the economic conditions prevailing in 
the markets relevant to the industries in question. 
Firms' responses to such policies are constrained by 
these market conditions and by certain aspects of the 
structure of the industry to which the firms belong. 
Market conditions which are important include character- 
istics of demand, trends in product prices, and prices 
of inputs or costs. Changes in these market conditions 
can affect the quantity and the quality of waste emissions 
from an industrial source by resulting changes in: 
(1) the quantity of products being produced; 
(2) the quality characteristics of these 
products; 
(3) the technology and processes utilized 
in each mill; 
(4) the care with which each mill employs 
these technologies. 
For example, a shift in consumer demand toward 
whiter paper would, other things being equal, increase the 
amount of wastes generated by bleaching processes. On the 


other hand, rising costs of critical inputs such as water, 


wood or chemicals would stimulate firms to adopt methods 
of conserving these materials, thus reducing waste dis- 
charges. 

The structure of a market or an industry embraces 
such features as the concentration of sellers and buyers, 
conditions of entry and exit, the locations of markets, 
mill ownership, vertical integration, the extent of 
competition and government policies. These factors 
can also constrain a firm's response to environmental 
policies. Whether environmental policies will affect the 
competitive position of Ontario pulp and paper depends, 
in part, on the structure of the markets and the industry. 

An appraisal of the economic impacts of environ- 
mental policies directed at industrial pollution must, 
therefore, begin with an analysis of the markets and 
structure relevant to the industries in question: Te 
is the intent of this section to present such an analysis 
of the pulp and paper industry as it relates to Ontario. 

A basic objective of this aspect of the study is to develop 
economic information about the markets and the industry 


which will provide a better understanding of the industry in 


Ontario and which can be used in the assessment of policy alternative 


Zs Methodology 


An analysis of the relevant markets and the 


structure of the pulp and paper industry in Ontario will 


be undertaken in the following manner. The markets rele- 
vant to the industry in Ontario will be reviewed with 
respect to trends, patterns and secular changes. Demand 
characteristics and price penaudior in,each .product sector 
will be analysed to ascertain patterns of growth and price 
elasticities. An important objective of this aspect of 
the study is to assess the ability of producers to pass 

on cost increases to consumers. 

In general, the pulp and paper industry is very 
capital intensive and, as such, is vulnerable to cycles of 
expansion and over capacity followed by declining profits 
and closure of marginal mills. Data will be developed to 
indicate to what extent the Ontario industry follows this 
pattern. Projections of demand and capacity growth for 
each product category will be reviewed and discussed. Based 
on this information, projections of market conditions over 
the next 18 to 24 months will be presented. 

One of the most important concerns of the govern- 
ment with respect to enforcing environmental policies is 
the possibility of closing a mill. While it is unlikely 
that the government will force a mill to close in deference 
to environmental considerations, some mills will certainly 
be better able to afford the added expenditures on environ- 
mental controls than others. An analysis of the costs, 


revenues and the profitability of the firms and the 
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individual mills operating in Ontario will be undertaken so 
as to identify those mills which are likely to be finan- 
cially distressed by incurring the costs necessary to meet 
the Ministry's effluent requirements. 

The extent to which environmental policies will 
affect the competitive position of Ontario pulp and paper 
producers will depend primarily on cost trends and the 
extent of environmental restrictions imposed on competing 
producers in Quebec, Western Canada, the U.S. and Scandi- 
navia. Cost components cited by the pulp and paper industry 
as critical to the competative position of the industry in 
Ontario include labour, wood, transportation, taxation and 
environmental controls. The position is taken here that 
the Ministry of the Environment need be concerned only with 
the environmental costs and standards found in Ontario, 
relative to the environmental costs and standards in effect 
or being proposed elsewhere. Hence, the nature and deena 
of environmental legislation in competing production areas 
will be examined and compared with those in Ontario. 

The analyses of the markets and the industry will 
be organized in the following manner. In section B, a 
brief summary of the importance of the pulp and paper 
industry to Ontario will be presented. Those markets 
relevant to Ontario pulp and paper mills will then be 


identified in section C. Historical trends in production, 


By Aas 


consumption, capacity and prices will also be examined in 
this section. Section D will include an analysis of demand, 
production, capacity and price behavior. Structural features 
of this industry and the relevant markets will be examined and 
their information presented in section E. One objective of 
this section will be to determine whether structural aspects 
of the industry are of any significance to firms, environmental 
performance and consequently to the formation of environ- 
mental policies. The competitive position of Ontario mills 
relative to other, chief producing areas will also be dis- 
cussed in section F. Price making and the extent of inter- 
eheonne witlich in the pulp and paper industry will be the 
subject of section G. A detailed analysis of profitability 
will occupy section H. Finally, conclusions derived from 
the foregoing analyses will be presented in section I where 
those mills which are likely to suffer severe financial 
strains under a strong pollution abatement program will be 
identified. 
Be IMPORTANCE OF THE PULP AND PAPER INDUSTRY TO ONTARIO 
The significance of the pulp and paper industry to 
Ontario is documented by the data presented in Table III-l. 
The category "Pulp, Paper and Allied Industries" 
includes felt roofing manufacturers, box manufacturers and 
envelope makers as well as pulp and paper mills. All of 


the firms coming under this definition of the pulp and 
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paper industry employ about 6 percent of the total work 
force in Ontario. Pulp and paper mills alone account for 
about 2.6 percent of the total provincial work force. The 
industry pays almost 6 percent of the total wage bill in 
Ontario and ranks seventh in this category. In 1969, 
value of shipments by the industry amounted to about 

$1.3 billion or 5.5 percent of the total value of ship- 
ments for the Province. During the same year, for which 
the most recent data is available, the industry ranked 
fifth in value added for total activity. Moreover, in 
this same year, pulp and paper mills earned 3 percent of 
the value added in total activity. Only the automotive, 
steel and machinery industries exceed pulp and paper in 
terms of total value of shipments and value added. 


Ce IDENTIFICATION OF MARKETS RELEVANT TO THE ONTARIO 
PULP AND PAPER INDUSTRY 


Ls Introduction 
In this section, the markets currently served 

by the Ontario pulp and paper industry are identified with 
respect to products and locations. Production, shipments 
and price data are analysed for secular patterns. The 
geographical limits of the consumers of Ontario papers 
products are also be examined. 
| The markets served by the pulp and paper industry 


may be apportioned into three broad product categories: 


- 97 - 


market pulp, newsprint, and other paper and paperboard 
products. The total amounts for each of these product 
groups produced in all of Canada, Ontario, Quebec and 
British Columbia during 1973 are presented in Table III-2. 
Based on this data, Ontario currently produces about 20 
percent of the paper and paperboard products which are 
manufactured in Canada. 

Pa Pulp Market 

An overview of current pulp production in Canada 

and Ontario is presented in Table III-3 for 1971, the 
latest year for which disaggregated data is available. 
It is clear from this data that groundwood sulfite and 
kraft (sulfate) pulps are the primary pulp grades produced 
in Canada and Ontario. Over 40 percent of the wood pulp 
made in Canada and Ontario is groundwood or mechanical 
pulp which, along with sulfite pulps, is the principle 
ingredient of newsprint. Of the chemical pulps, kraft 
or sulfate pulp is by far the more important. Forty 
percent of Canadian pulp production and 35 percent of 
Ontario's total output of pulp is manufactured by means 
of the sulfate pulping process. A wide variety of paper 
and paperboard products are manufactured with kraft process 
fibres including newsprint, fine papers, wrapping and 
packaging papers and boxboard. Semi-chemical and dissolving 
pulps are used to make cellophane and other specialized 


products. There is only one dissolving pulp mill in Ontario. 
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TABLE III - 2 


PRODUCTION OF PULP, NEWSPRINT AND PAPER 
PRODUCTS,CANADA AND SELECTED PROVINCES - 


2 1973 ('000 tons) 


Other paper 
Pulp, all grades Newsprint and paperboard 


Canada 19,827 .4 8,966.3 4,141.0 
Ontario Wee VA LOZ Lew 1,411.0 
Quebec 5,961.6 3,981.8 1763179 
British Columbia 4,785.4 ay Ones 123 4:3 


SOURCE:. Canadian Pulp and Paper Association 


Provincial Pulp and Paper Statistics - 1973 
(Montreal: C.P.P.A. February 1974) 
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TABLE III-3 


PRODUCTION OF PULP PRODUCTS IN 


CANADA AND ONTARIO,- 1971 
CANADA _ ONTARIO. 
% Of % Of 
‘000 tons Total ‘000° Porar 
Dissolving and special "Alpha" A288 21 a=4 N/A 
Sulphite Le Pa 13.9 628.0 jle2e 
Bleached 656.8 
Unbleached, strong L906 
Unbleached, news grade bh, 669.8 
Sulphate (Kraft) Lees 39C¥ 1,321.0), S423 
Bleached, hardwood Laie 
Bleached, softwood 3 Ao Oreo 
Semi-bleached NPA SES 
Unbleached 1,616.6 
Semi-chemical pulp S316 16 N/A 
Groundwood (bleached and 
unbleached) 7,404.8 40.6 1,648 43.4 
Defibrated and exploded 337.5 to N/A 
Screenings Tees N/A 
Other N/A 20350 
TOTAL TBu23e76 100.0 33'800);,05 10050 


SOURCE: Statistics Canada, Manufacturing and Primary Industries 


Division, Pulp and Paper Mills, 1971 (Ottawa: 
Information Canada, 1973) p. 14 
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The sulfite pulping process predates the kraft 
process SO that sulfite mills tend to be older and smaller 
than kraft mills. Sulfite pulp is used primarily to make 
newsprint and groundwood specialty papers. Although a 
number of fine paper grades are also made with sulfite 
pulp, nearly all of the newsprint mills in Ontario have 
sulfite pulping operations associated with them. While 
different chemical bases are used in the sulfite pulping 
process, the final products are essentially indistinguish- 
able and perfectly substitutable. 

Bleaching is important from an environmental 
standpoint because it generates substantial increases in 
liguid waste discharges. The sulfite pulping process 
itself produces a whitened pulp depending on the wood 
used, so that only about 26 percent of the total Canadian 
sulfite pulp production is bleached. On the other hand, 
kraft pulp is brown in colour and must be bleached for 
use in many products. Almost 80 percent of total kraft 
production in Canada is, therefore, bleached or semi- 
bleached. Ninety percent of the groundwood pulp manu- 
factured in Canada is unbléacned:? A breakdown of 


provincial production data between bleached and unbleached 


Canadian Pulp and Paper Association, Reference Tables - 
1973) (Montreal: CPPA, 1973), .p. 13 
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chemical pulps is not available. Assuming that Ontario 
production of various pulp grades is proportional to 
Canadian production, over 800,000 tons of bleached kraft 
pulp and 150,000 tons of bleached sulfite pulp ae estimated 
to be produced in Ontario each year 

Looking at historical data for pulp production 
in Appendix D, several important trends are evident. First, 
the proportion of chemical pulps to total pulp production 
is increasing. In 1950, sulfite and kraft pulp accounted 
for 48 percent of total pulp production in Ontario. By 
1971, this proportion had risen to 51 percent. Secondly, 
the production of kraft pulp has been expanding rapidly, 
from 23 percent in 1950 to 35 percent of total pulp 
production by 1971. On the other hand, there has been a 
corresponding decline in sulfite pulp production over the 
same period. While 25 percent of the pulp eee in 
Ontario was sulfite in 1950, this proportion declined to 
17? percent ,of total output by (1971... Finally, there has 
been a steady trend toward brighter paper products over 
the past two decades. This has resulted in more bleaching, 
particularly of kraft pulp. In 1958, 48 percent of Canadian 
kraft pulp production was bleached. By 1971, 78 percent of 


total sulfate production was bleached or semi-bleached. 7 


Ibid, Bp. 12 
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More will be said about the forces which are responsible for 
these trends in a later section. 

Turning now to the actual markets for wood pulp, 
it is important to note that 65 percent of Canadian pulp 
production and about 75 percent of all pulp grades made 
in Ontario is consumed internally by the company which 
manufactures it. ence ins LOJdy, UL. Of tehe v8 525 3,600 
tons of pulp produced in Canada about 300,000 tons actually 
entered the market during that year. Ontario mills produced 
3,800,000 tons of pulp of which 2,843,000 tons were consumed 
either at the same mill or in mills elsewhere but owned by 
the same firm. 

Mill shipments are, therefore, taken as the measure 
of the actual amounts of pulp moving through the open 
market, even though a small proportion of these shipments 
are intra-firm transfers. Shipments of all grades of wood 
pulp from Ontario mills averaged 1.23 million tons per has 
between 1971 and 1973. Thus, allowing for intra-firm 
transfers,about 26 percent of total Ontario pulp production 
is actually marketed. On the other hand, 76 percent of the 
pulp produced in British Columbia is sold on the market. 
Many of the mills in that province are new facilities 
designed primarily to manufacture kraft market pulp. 

Two other characteristics of pulp markets must be 


emphasized. First of all, the market for pulp consists 


= LOS as 


almost entirely of kraft pulp. During 1971, 76 percent of 
the sulfite and 96 percent of the groundwood pulp produced 

in Canada was utilized within the same mill or through intra- 
firm transfers. On the other hand, only 30 percent of the 
sulfate pulp produced in Canada was utilized by the companies 
that made it. The data on pulp shipments for all of Canada 
presented in Table III-4 show that 6,418,792 tons of wood 
pulp valued at $878,132,000 were shipped in 1971. Of this 
amount, 5,019,035 tons or about 78 percent of the total 

pulp shipments in Canada were sulfate market pulp?" 

Sulfite pulps account for 11 percent of shipments and 
dissolving pulps account for about 7 percent. These data 
also show that nationally, 84 percent of sulfite shipments 
and 60 percent of*kraft shipments are bleached. 

The pattern of pulp production and shipments is 
similar for Ontario. While the industry in Ontario consumed 
sulfite and groundwood pulp equal to 91 percent of its 
total sulfite pulp production and 97 percent of its 
mechanical pulp production, about 50 percent of the kraft 
pulp made in Ontario, some 659,500 tons, is sold outside 
the province.” In summary, kraft pulp is the primary pulp 
product that is sold on the open market by the Ontario pulp 


and paper industry. 


Statistics Canada, Manufacturing and Primary Industries 
Division, Pulp and Paper Mills, 1971 (Ottawa: Information 
Canada, E973), page 15. 

5 


Ibid, page 15 
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TABLE III-4 


x 


MILL SHIPMENTS AND VALUES OF WOOD PULP, 1971 


(1) 


PRODUCT . CANADA ONTARTO 
Tons $'000 Tons 

Dissolving and 

Special "Alpha" 434,355 76,848 52,000 
Sulfite 697,055 95,690 

Bleached 506,688 71,683 

Unbleached 190, 367 24,007 

Sulfate 5,009; 035 690, 309 659,500 
Bleached Hardwood 648, 862 86,968 

Bleached Softwood 3,119,308 445,126 

Semi-bleached TID a4 L024 7747 

Unbleached 57 L424 53,409 
Groundwood, bleached 

and unbleached 242,546 14,688 49,000 
Screenings 25,801 596 
TOTALS 6,418,792 878,132 


(1) 
Estimated from Pulpwood Use and Production data. 


SOURCE: Statistics Canada, Manufacturing and Primary Industries 


Division, Pulp and Paper Mills =~ 197] (Ottawa: Infor- 


mation Canada, July 1973) p. 11. 
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The second feature of importance is that nearly 
all market pulp is exported. Of 6,418,792 tons of wood 
pulp shipped in 1971, 5,676,000 tons or 88 percent were 
blank edae Table III-5 shows the relative ine Ba of different 
grades of pulp exported during selected years. It is clear 
that kraft pulp is dominant in this aspect of the market as 
well, currently accounting for 80 percent of total wood pulp 
exports. Note that the relative and absolute amounts of 
sulfite pulp exports have been declining slowly over the 
past decade while exports of mechanical and dissolving pulps 
have not changed appreciably over the entire time period 
represented in Table III-5, although exports of dissolving 
and special alpha pulps have experienced a decline since 
1969. Exports of dissolving pulp from Canada accounts for 
82 percent of total production and 80 percent of the ship- 
ments of this product. | ; 

Fifty-nine percent of all pulp exports go to the 
United States. Europe takes about 21 percent of Canadian 
pulp exports, Japan 7 7 percent, the United Kingdom - 6 
percent, and Latin America - 2 percent.” 

Wood pulp enjoys virtually free trade conditions 
since the United States and Britain charge no tariffs on 
Canadian pulp. Access to the European Economic Community 
is, however, more restricted as member countries allow pulp 


imports duty-free up to 1,934,000 metric tons. Any pulp 
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imported in excess of this amount is subject to a 3 percent 
ad valorum tariff. 

Table III-6 shows the quantities of kraft pulp 
exports by area for selected years. Although the absolute 
quantities of pulp exports going to the United States has 
grown steadily over the past 20 years, the proportion of 
total Canadian pulp exports going to the United States has 
declined. Canadian pulp producers are becoming less dependent 
on American markets and are sending proportionately more 
pulp to Europe, Great Britain, Japan, Asia and Latin America. 

In summary, the most significant feature of the 
pulp market is that it consists of an extensive international 
trade in wood pulps under (relatively competitive market) 
conditions. Approximately 43 Canadian pulp producers 
currently supply about 37 percent of the world's pulp 
exports in competition with over 200 other aoneeniee primarily 
located in the United States, Norway, Finland and, to a 
growing extent, Russia. Moreover, there are no tariffs 
on wood pulp in Canada, the United States, Britain and some 
European countries. Prices of wood pulp are, therefore, 
determined in an international market over which pulp 
producers as well as customers in Canada have no control. 

Cmadian pulp producers export 88- percent of their 
total pulp shipments and upwards of 80 percent of this is 


kraft pulp. Only 25 percent of the wood pulp produced in 
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Ontario is sold on the open market with 80 percent of this 
also consisting of kraft. The relevant market locations for 
Ontario pulp are the United States - east of the Mississippi, 
Britain, Europe and, to some extent, Latin America. 
oe Newsprint Market 

Newsprint is by far the dominant product of the 
Canadian and Ontario pulp and paper industries. Canadian 
mills produced about 9 million tons of newsprint in 1973, 
almost 70 percent of the total Canadian paper and paper- 
board production. Ontario accounted for about 21 percent 
of this production totalling 1.9 million tons in 1973. 
Newsprint output currently amounts to 47 percent of Ontario's 
total paper and paperboard production. Nearly 1.8 million 
tons of newsprint valued at $241.7 million were shipped 
from Ontario plants in 1971. This was 47 percent of the 
total value of shipments for all paper products shipped 
in the province. ° 

Canada consumes only 8 percent of her total news- 
print production, some 780,000 tons in 1972. The remainder, 
over 7.9 million tons, is exported. As with pulp, the 
United States and Great Britain charge no tariffs on 
Canadian newsprint. Members of the European Economic 


Community admit up to 625,000 metric tons of newsprint 


’ Statistics Canada, Pulp and Paper Mills, 1971, page 13, 


eee 


duty free per year. Imports of newsprint in excess of this 
amount are charged about 7 percent duty z Eighty percent of 
Canadian exports, 6.4 million tons in 1972, went to the United 
States where it comprised 64 percent of that nation's news- 
print supply. Most of the remaining exports go to Britain, 
Europe or Latin America. Table III-7 indicates the amounts 

of newsprint exports consumed in each of these different 
markets during selected years. 

Thanks to abundant wood resources and tariff-free 
trade with the U.S. in newsprint, the Canadian pulp and paper 
industry has, to a large extent, Specialized in producing 
newsprint for the United States. The United States itself 
has a productive capacity of about 3.5 million tons per year 
but currently consumes over 10.3 million tons of newsprint 
annually.» .ACCOrding, to. the, h.aAs Daly and Company, all but 
about 20 percent of newsprint production in Ontario is shipped 
to the midwestern United Statess” The remainderis, for the 
most part, sold to domestic publishers. While some Ontario 
newsprint production is sent to New York publishers, little 
or no Ontario newsprint is shipped to overseas markets. The 


a R.A. Daly and Company, "The Canadian Forest Products 


Industry" (Toronto: R.A. Daly and Co. Ltd., January 
#969) 7 epp.o-24,—-25.. 
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newsprint sector of the Ontario pulp and paper industry is, 
therefore, tied to the fortunes of the newspaper and publish- 
ing interests of the United States. The competitive structure 
of this market will be examined in greater detail ina later 
section. 

4. Paper and Paperboard Markets 

Table III-8 lists the primary categories of paper 
and paperboard products made and sold by the Canadian pulp 
and paper INnGUStrVMaUrInGe Loyd. | tots, Signarscant Lo note 
that Ontario mills alone produce more than 55 percent of all 
the book and fine writing papers made in Canada. While fine 
paper production accounts for only 16 percent of the total 
paper output of Ontario, this sector earns 27 percent of the 
value Of #shapments or $135.6 million in 1971. The vthree 
million tons of paper and paperboard products shipped from 
Ontario in 1971 were valued at $510.8 million. Newsprint 
shipments alone accounted for 47 percent of this. 

Paperboard accounts for over 20 percent of the 
total provincial paper product output, second only to news- 
print. The value of paperboard shipments totalled $91.3 
million or 18 percent of the total value of shipments for 
Ontario in 1971. Wrapping papers shipped from Ontario 
during 1971 were valued at $25 million while tissue and 
building papers yielded another $16.8 million. These data 


are summarized in Table III-9. 
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While wood pulp and newsprint are produced for 
export with no tariff barriers in the United States or 
Britain, tissue, writing, wrapping and paperboard grades 
are all protected by duties and non-tariff barriers in most 
nations, including Canada. Consequently, there has been 
relatively little international trade in these products and 
Canadian producers have directed their output of writing 
papers, tissues and paperboard and wrapping papers primarily 
to domestic markets. Tariffs and duties on these products 
were lowered in 1969 as a result of the GATT or Kennedy 
Round tariff negotiations. The impacts of these tariff 
reductions and other relevant details concerning this sector 
will be taken up in a later section. 

5s Location of Consumers 

The United States is by far the primary market for 
Canadian market pulp and newsprint. One of Canada's chief 
comparative advantages for pulp and paper is its proximity 
to this vast market area. Of the 50 million tons of pulp 
consumed iv the United States during 1972, 3.5 - 3.6 midlion 
tons, about 7 percent, were supplied by Canadian mig ee 
Approximately 130,000 tons of the pulp used in the United 


States were imported from other countries, principally 


ry Canadian Pulp and Paper Association, Reference Tables - 


1973, page 27 
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Scandinavia. Over 64 percent of the 10 million tons of 
newsprint consumed in the United States during 1972 were 
Supplied by Canadian mills. Eastern Canadian (Ontario and 
Quebec) paper manufacturers have also managed to increase 
their exports of fine papers and paperboard to the United 
States over the past 6 years. 

Industry sources indicate that virtually all of 
Ontario's market pulp and newsprint exports are directed 
to customers in the midwestern and eastern United States. 11 
While Great Britain, the European Economic Community, Latin 
America and Japan constitute growing markets for chemical pulp 
they are served by tide-water mills in Quebec, the Atlantic 
provinces and British Columbia. Indeed, Eastern Canadian 
producers, particularly those in Ontario, prefer to direct 
their newsprint sales to the United States where, despite 
competition, they believe they can get higher profits. -? 
The newsprint and, to a lesser extent, the market pulp 
segments of the Ontario pulp and paper industry are in- 
extricably linked to the United States'! economy. 


The current size of the U.S. market is further 


illustrated in Table III-10. 


pat 
Ree Daly, and Co. Gtd., Oop. cit., January 1969, page 25 


are Report to the Ministers on Tri-Partite Meetings with 


Manufacturers of Newsprint in Ontario and Quebec, 
December 1972, page 6. 
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TABLE III-10 


U.S. PULP AND PAPER PRODUCTION, CONSUMPTION, 
IMPORTS: AND: EXPORTS, 1960, 1965) AND, 1972 


9, GeO gS EK Stes, Li, Shape 
imme ounds ~ (Pounds wae (Pounds 
per per per 
(000: T)«- Capita): (000.0) sCapita)a(0000) eaCapita) 

Wood Pulp (1) 

Production, 

Urs 257 326 33,993 43,946 

Imports 24:3:8 L 3 Ab3e 35% 5:14 

Exports La? 1,402 PAA Ne Bs 

Consumption 25,700 34,006 43,611 
Newsprint 

Production 24.003 27 70 3,408 

Imports ei 28) 6,323 Dp On: 

Exports 135 84 Le> 

Consumption Peper Si0ie77 8,408 84.2 10,364 SoZ 
Paper 

Production 13,396 16,943 uu 326 obs 

Imports 164 208 456 

Exports 292 482 520 

Consumption 13,246 16,670 21,848 
Paperboard 

Production 5,676 20,834 28,637 

Imports ol 14 10 

Exports 563 ie, Is 27358 


Consumption PS yploo DG 7 19,670 2020 26,289 25 Eo 


a 1971 Figures for Wood Pulp only. 


SOURCE: Pulp and Paper International - Review Number 1973 
MOL LOG NOs Grp Sak Ll) eek Ol ty aed Lelie 


U.S. Bureau of the Census, Statistical Abstract of the 


United States: 1972 (93rd edition) Washington, D.C. 
Wi aye - G23. 
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6. Major Pulp and Paper Producing Areas 


The major pulp and paper producing countries are 
Canada, the United States, Sweden and Finland. Within Canada, 
pulp and paper production capacity is concentrated in Quebec, 
Ontario and British Columbia. A few large mills are also 
located in the Canadian Maritimes. Producers in all of these 
areas compete to different degrees with paper manufacturers 
insOntario. 

As a result of a common heritage and geographical 
proximity, the Quebec industry is similar to that in Ontario 
in many respects although it is somewhat larger .+? Almost 
4 million tons of newsprint were produced in Quebec during 
1972. This amounted to about 70 percent of the total paper 
and paperboard production in the province. Like Ontario, 
many of the newsprint mills in Quebec are old and are usually 
associated with sulfite pulping mills. About one million tons 
of market pulp are currently being shipped from Quebec each 
year. Nearly 77 percent of the newsprint produced in Quebec 


and 50 percent of the market pulp shipments from that province 


13 
In 1971, pulp production in Quebec totalled 6.2 million 
tons as against 3.8 million tons in Ontario. Further- 
more, over 5.2 million tons of paper and paperboard 
products were produced in Quebec mills during that same 
year while 3 million tons were produced in Ontario. 


Statasties Canada, Pulprand-raper Mills? 19735, pp. “15, 
i IF 
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are sent to the United Speeeats It would seem, therefore, 
that Quebec is a primary competitor in the U.S. pulp and 
newsprint markets with Ontario pulp and paper mills. 

However, several factors mitigate the extent to 
which pulp and paper mills in Quebec actually compete against 
those in Ontario. First, Quebec producers sell their news- 
print and market pulp primarily to customers located in the 
northeast and along the Atlantic coast of the United States, 
whereas Ontario directs its sales mainly to the Midwest.+> 
Quebec mills also ship some 700,000 tons of newsprint to 
Britain, Europe and South America,+°® Secondly, much of the 
newsprint and pulp capacity in both Ontario and Quebec are 
owned by such companies as Abitibi and Domtar. Furthermore, 
most of the pulp and paper companies in Eastern Canada have 
interlocking directorships. 

The other important producing area in Canada is 
British Columbia. Production here is predominantly sulfate 
market pulp and hovsne deen Although some newsprint and 


pulp is shipped east to midwestern U.S. markets, the bulk 


LA The Council of Pulp and Paper Producers of Quebec, The 
Competitive Position of the Quebec Pulp and Paper 
Industry. (Montreal: the Council of Pulp and Paper 
Producers of Quebec, January 1972), pp. 27, 33. 

a R.A. Daly and Co. Ltd., op. cit., January 1969, page 25 

— The Council of Pulp and Paper Producers of Quebec, op. cit. 
1972,. page 33. 
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Fifteen out of 21 mills in B.C. produce kraft market pulp. 
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of the output is sent to Western U.S. and Far Eastern markets. 
Shipping costs are not an important barrier in limiting the 
entry of western newsprint into eastern U.S. and Canadian 
markets. However, these eastern and western newsprint 
producers have long avoided attempting to enter each 
other's respective markets. 1° 

The large forest reserves in the Southeastern 
United States have become, over the past three decades, the 
primary pulp and paper producing area in the United States. 
Mills in the region specialize in kraft pulping operations 
and Rewser int capacity in the region has been steadily 
increasing. Approximately 75 percent of the paper and 
paperboard products used in the United States originate 
with Southern kraft pulping. Mills in the Northeastern 
and Great Lakes States have become specialized in writing 
and sanitary papers which are consumed in nearby markets. 

Scandinavia accounts for about 70 percent of the 
pulp produced in Europe. Over 19.5 million tons of wood 
pulp were manufactured in Norway, Sweden and Finland during 
1970, of which 7.5 million tons were exported. The 


Scandinavian countries also manufacture 50 percent of the 


5a "For years an unofficial agreement has existed between 


eastern and western producers that neither will invade 
the territory of the other." 


John A. Guthrie, The Newsprint Paper Industr 
(Cambridge, Massachusetts: Harvard University 
Press, 1941), page 205. 
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newsprint made in Europe each year. Some Scandinavian pulp 
and newsprint is sold to the United States but their markets 
are primarily Britain, Germany, and other E.E.C. countries. 
Canadian pulp and paper competes with the Scandinavian 
producers primarily in British and European markets. U.S. 
pulp and newsprint consumers prefer Canadian over Scandinavian 
products, even at a premium price, because the supply is more 
reliable. 

In summary, not all of these principle producing 
areas are currently in direct competition with Ontario products. 
Western Canada primarily produces market kraft pulp and news- 
print for the Western U.S. and Far East although some product 
from B.C. or Alberta may find its way to the midwest U.S. 
Scandinavian mills currently supply British and European 
markets with pulp and newsprint with very little going to 
the United States. The relevant competitors ae Ontario are 
mills in Quebec and the southeastern United States although 
there are some factors which may well offset the competition 
between Ontario and Quebec mills. 

Since a large proportion of Ontario's production 
is exported, the important question concerns how environmental 
policies will affect the competitive position of Ontario mills 
vis-a-vis other producing areas. This problem will be examined 


in detail in a later section. 
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D. CONDITIONS OF THE MARKETS 
dis Introduction 

The pulp and paper industry is a capital intensive 
manufacturing operation. A measure of this is the ratio 
of total assets to total wages of production workers. The 
more capital intensive the industry is, the higher this ratio 
is eeneere to be. As shown in Table III-11, this ratio is 
12.4 for pulp and paper mills while it amounts to 6.8 for all 
manufacturing industries in Canada. By way of further 
comparison, the ratio for petroleum refining, a highly 
eeonaced technology with a very small labour component, 
is 89.8. On the other hand, firms which manufacture boxes 
and (bags have: ;aipratio sof 12.7. » Construction,: avery babour 
intensive industry, has a ratio of 0.6. 

Because it is so capital intensive, the pulp and 
paper industry is susceptible to cycles of boom and bust. 
Plants have to pay high fixed costs at whatever level of 
output they are operating. Hence, the more they can produce, 
the lower are their fixed costs per unit of output. As long 
as the output of an individual mill has no effect on the 
prices of paper products, or at least as long as mill 
Managers perceive that their output has no effect, each 
mill has the incentive to maintain as high a level of 


production as possible. Indeed, the so-called break-even 


cathe be gat 


TABLE III - 11 


COMPARISON OF THE RATIO OF ASSETS TO WAGES OF 
PRODUCTION WORKERS IN PULP AND PAPER MILLS AND 
SELECTED INDUSTRIAL SECTORS, 1969 


$000,000 

Total Total Wages of Ratio Assets 

Assets Production Workers to Wages 
Pulp & Paper Mills gpl W Mui 496.2 12.4 
Petroleum Refining Salo. 2 60.2 89.8 
Paper Boxes & Bags Pale eed, gOS oa | 
Bua ding "Contractors "2, '21.) 7, Gua. o 6 
Total Manufacturing 46,878.8 6 O92 SoD 6.8 
Source: Statistics Canada, Corporation Financial Statistics, 1970 


(Ottawa: Information Canada, June, 1973). 
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ratio for pulp and paper mills is currently over 80 percent. 
This means that in order to pay all fixed and variable costs 
and make a profit, the mill must produce at 80 percent or 
more of its capacity. 

During periods of growing demand, firms expand 
their capacity. This new production capacity is added in 
discrete units so that total capacity may exceed demand 
when initially installed. Since all mills have a compelling 
incentive to produce at full capacity, excess production 
may result or be exacerbated when demand for paper and pulp 
slackens. Firms will be unable to pass on cost increases 
in rising prices. Producers may even give price discounts 
in order to keep their plant running at full capacity. 
Profits decline and marginal facilities are forced to 
close down. Demand growth catches up to capacity, prices 
start to rise again and the industry goes into another boom 
period. 

This process has certainly occurred in the Canadian 
and Ontario pulp and paper industry. Some of the indicators 
which illustrate this process are eeeaen eed in Figures III-1l 


through III-5. Note in Figures III-1l and III-2, there were 


i Report to Ministers on Tri-Partite Meetings with 


Manufacturers of Newsprint in Ontario and Quebec, 
December 1972, page 6. 
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FIG. If-!| TOTAL WOODPULP PRODUCTION - CANADA 1950-1971 
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FIG. If- 2 NEWSPRINT PRODUCTION - CANADA 1945 - 1972 
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FIG. 11-3: WHOLESALE PRICE INDEX - CANADA PULP AND PAPER MILLS 
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FIG. IT -4 ESTIMATED CAPITAL EXPENDITURE FOR THE CANADIAN 
PULP AND PAPER INDUSTRY 
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FIG.IT-5 OPERATING RATIOS PULP AND NEWSPRINT 
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pronounced declines in the growth of pulp and newsprint 
production during five different periods: 1951-1953, 
1956-1958, 1960-1963 (for newsprint only), 1967 and 19702 
Assuming a year's leadtime for capital expenditure plans, 
it is clear,when comparing Figures III-3, III-4 and III-5, 
that commitments were made during the years of rapidly 
growing demand and production, 1951, 1955-56 and 1963-66. 
The capital expenditures made in 1970 and 1971 were likely 
a result of the relatively good years the industry experienced 
in 1968 and 1969 and expectations resulting from rising 
prices during 1968 through 1970. 

The various other indicators coincide nicely for 
the years, 1961 and 1967, when production of both pulp and 
newsprint had slackened off. A combined price index for 
all products sold by pulp and paper mills, illustrated in 
Figure III-3, remained steady in both years. New capital 
investment was at a relatively low level and operating 
ratios for pulp and newsprint had also dropped significantly. 

The data in these Figures also show that the 
industry has just come out of its latest, rather severe, 
slump which’ occurred during 1970 and’ 1971... Pulp’ and news- 
print production in Canada and Ontario had dropped from 
previous highs set in 1969. The selling price index for 
pulp and paper mills levelled off after a 7-percent increase 


between 1968 and 1970. Operating ratios for pulp and news- 
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print in Canadian mills averaged 83 to 84 percent and net 
profits as a percent of capital invested dropped to 2.4 
percentein 1970» from 4.2 percent in:1969. .The jPrade 
literature and the annual reports of various firms were 
filled with tales of woe. According to the Ministry of 
Treasury, Economics & Intergovernmental Affairs, several 
kraft pulp mills in Ontario were on the verge of scinap xtra 
At this writing, pulp and paper markets have completely 
recovered. Production of all grades of pulp during 1973 was 
6 percent ahead of 1972. Total shipments of all paper and 
paperboard products during 1972 were 7.5 percent over 
1971.9" Priees’ Of all pulp ee paper products rose rapidly 
during 1973. For example, the price index for pulp and 
paper mills jumped by 25 percent between January and December 
1973, while prices of bleached kraft pulp increased by 50 
percent over the same period. Operating ratios for all 
products have exceeded 90 percent during 1973 with paper- 
board mills achieving 100 percent in some months. Profits 
are also recovering. Table III-12 shows that profits for 
the first three quarters of 1973 are up substantially for 
four Canadian-owned firms which operate 15 of the 34 pulp 


and paper mills located in Ontario. 


20 : ans ; 
Economic Planning Branch, Ministry of Treasury, Economics 


and Intergovernmental Affairs "Preliminary Report on Economic 
Policy Problems in the Ontario Pulp and Paper Industry", mimeo, 
Sept. L972, ips 4: 
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PROFIT RATIOS FOR SELECTED PULP AND 
PAPER COMPANIES OPERATING IN ONTARIO 


RATIO A: Profits after taxes and SREP FORA nary, items as a 


percent of capital employed = 
RATIO B: Profits before taxes as a percent of income from sales. 
193 

COMPANY RATIO 1969) 1970) A971. 19721 7 (9 months). 
Abitibi A 3.6 Lead 1.4 2.4 

B Sao 3.4 ig O 39 Spe 
Anglo-Canadian A Vyas) 24,6 

B SEG Oe es} a) 
Domtar A 4 Sine, 0 

B SS, Swe) OO 
Great Lakes A a ae 64:5 4.4 Ziel 

B 12,9 LOL 7 He) SiO y Sean 
Kimberly Clark A 4.6 loss awe 

B Tee loss 10.8 


eo versise arn employed is equal to the total liabilities and equity 
of the firm less total current liabilities. See Statistics 
Canada, Corporation Financial Statistics, 1970 Catalogue 61-207 
(Annual) (Ottawa: Statistics Canada, 1973), p. 252 


Source: Annual reports of Companies 
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Long-run growth of paper and paperboard products 
depends primarily on population and ineone se Rising 
incomes, in particular, are associated with a rising per 
capita consumption of paper 4 * While the world-wide demand 
for paper is expected to continue its long-term growth, 
particularly in areas of relatively low incomes, the industry 
is vulnerable to rather severe business cycles in the high 
income, industrial countries. Here the demand for paper 
products and pulp has been shown to be sensitive to the 
overall level of economic activity.7° 

Newsprint is especially responsive to business 
ee The amount of newsprint consumed depends largely 
on the amount of newspaper advertising that is demanded ,and 
secondarily on newspaper readership patterns. Newspaper 
advertising is one of the first costs to be curtailed during 
a business recession. Hence, the demand for newsprint tends 


to fluctuate with business cycles. 


a Food and Agriculture Organization, World Demand for Paper 
to 1975 (Rome: FAO, UN, 1960) 

ae Ibid, page 26. 

si Dwight Hair, Use of Regression Equations for Projecting 
Trends in Demand for Paper and Board (Washington, D.C. 
U.S. Department of Agriculture, December 1967), pp. 9 - AS 
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For more detailed analyses of the demand for newsprint 
see: John A. Guthrie,op.cit., 1941. & Muhammed N. Islam, 
"Interregional Competition and Comparative Location 
Advantages of the N.A. Newsprint Industry" (unpublished 
PhD Dissertation) McGill University 1973. 
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It is not known whether the current boom will 
precipitate the pattern of expansion, over-production, 
price discounting and profit erosion described earlier. 

In addition, .an economic slow-down in the United States, 
northern Europe or even Canada itself could occasion a 
recession in the pulp and paper industry again, but one 
Whicheds.notyof the, industry,'s own making. \On ethe other 
hand, some observers believe that the days of excess capacity 
and weak markets may be over for two reasons. In the first 
place, there are indications that available timber for pulp 
wood is becoming scarce relative to the total consumption 

of pulp and paper products. The Ontario Ministry of Natural 
Resources is in the process of trying to determine whether 
Ontario forests could support any new paper mills. A possible 
fibre scarcity may well be a limiting factor in the expansion 
of new pulp capacity. Secondly, firms may be better able to 
forecast market growth and adjust their expansion plans 
accordingly. 

In the sections to follow, the condition of each 
major market category will be examined in depth. This will 
include a review of the secular trends in production and 
prices, an examination of the determinants of demand for 
the product group, a look at current market conditions and 
a discussion of the outlook for the product group over the 


next 18 to 36 months. 
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2% Market Pulp 
The data presented in Table III-4 show that almost 


90 percent of the pulp shipped from Ontario mills is sulfate 
or krafttremarket pulp. | Virtually "all ofethis re sbleached 

and is exported to the United States. The remainder of the 
market pulps shipped from Ontario are approximately equal 
amounts of sulfite and groundwood. The kraft pulp market 

is of particular significance to this study because five 

of the six Ontario mills which were identified as being 
financially unable to satisfy provincial pollution control 
requirements are market kraft mills.?? Table III-13 lists 
the mills in Ontario which produce market pulp. The follow- 
ing discussion will focus on the past and future performance 
of this market. 

World demand and consumption of sulfate pulp has 
been growing steadily for the past two decades. This growth 
has been especially healthy in the United States where it 
has averaged 7 percent per year since V950.7° Since the 


United States is the principle market for Ontario market 


se Economic Planning Branch, Ministry of Treasury, 
Economics & Intergovernmental Affairs. op. cit., September 
1972, p. 4 
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U.S. pulp production and consumption grew steadily 
through the period 1969-1972. 


MILLS WHICH PRODUCE MARKET PULP IN ONTARIO 


AVERAGE MARKET PULP 


COMPANY MILL LOCATION PRODUCTS PRODUCED-TONS /DAY 
Abitibi Smooth Rock Falls Sulfate 325 
bleached soft- 
/ wood 
unbleached 


Marathon * 


American Can 
of Canada 


Anglo-Canadian Dryden * 


Canadian Inter- 
national Paper 


Hawkesbury * 


a 


Eddy Forest 
Products 


Espanola * 


Great Lakes Thunder Bay 


semi-bleached 


Sulfate 500 
bleached hard- 

wood 

bleached soft-. 

wood 

semi-bleached 


Sulfate 430 
bleached hard- 
wood 
bleached soft- 
wood 
unbleached 
semi-bleached 


Dissolving sulfite 270 


Sulfate 650 
bleached hard- 
wood 
bleached soft- 
wood 
unbleached 
semi-bleached 


Sulfate 600 
bleached soft- 

wood 

semi-bleached 
Sulfite 60 
unbleached 


* . . 
Mills identified by TEIGA as being in financial difficulties 


ducing. March’ 1977 2% 


Continued. .% 
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TABLE III - 13 (CONTINUED) 


COMPANY JP 


Kimberly-Clark Terrace Bay* 


Ontario-Minnesota 
Pulp and Paper Co. Fort Frances 


Ontario Paper 


Com Ids, Thorold 
Spruce Falls 

Power and 

Paper Co. Kapuskasing 


MILL LOCATION 


AVERAGE MARKET PULP 


_PRODUCTS __ PRODUCED - TONS/DAY 
Sulfate 

bleached 410 
Sulfate 


bleached softwood 


semi-bleached 186 
Sulfite 

unbleached 100 
Sulfite 

bleached 

unbleached 200 


* Mills identified by TEIGA as being in financial difficulties 


during 1972. 


SOURCE: 


25 July 1973, Vol. 15, 


No. 


Pulp and Paper International - Review Number 1973, 
a. DPD, 


48. 


Lockwood's Directory of the Paper and Allied Trades, 


96th Edition 1971/2 


{ 


re Sens See 
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pulp, why did kraft pulp mills experienced financial 
difficulty during 1970-1972? An explanation for this 
apparent inconsistency depends on three factors: the 
growth of sulfate pulp production capacity in Canada 

and the United States relative to total demand; the 
relationship of Ontario sulfate pulp producers to the 
total North American supply structure and the technical 
constraints on the propensity of pulp producers. to respond 
to short-run demand fluctuations. 

Sulfate pulp capacity expanded rapidly during the 
first half of the 1960's, particularly in the Southeastern 
United States and in British Columbia. Much of this 
capacity expansion took the form of whole new mills. 

Kraft pulp production capacity thus grew in discrete 

jumps, sometimes to levels in excess of current demand 

and consumption of this commodity. Where this growth in 
capacity took place in the United States, the additional 
pulp production by U.S. mills often displaced Canadian 
market pulp. Moreover, many U.S. companies are producing a 
greater proportion of their own sulfate pulp requirements. 
To the extent these trends occurred, the demand for Canadian 
and Ontario market kraft pulp declined. Ontario kraft pulp 
mills produce sulfate market pulp in excess of the require- 
ments of Ontario paper mills and so are quite vulnerable to 


shifts in market demand. 


at So nee 


The data indicate that new kraft pulp capacity in 
the United States actually did displace markets formerly 
served by Canadian exports of market pulp. As illustrated in 
Figure III-6, Canadian production and exports of sulfate pulp 
declined in 1970 after a seven-year period of uninterrupted 
growth. On the other hand, sulfate pulp production in the 
U.S. rose by 3 per cent in 1970 from: 28,609,000. 0.29,473,000 
tons. The resumption in the growth of sulfate pulp production 
was stimulated in part by an 11 per cent rise in Canadian pulp 
demand between 1971 and 1972. 

Kraft pulp producers are also constrained in their 
ability to respond to short-run shifts in demand. Once a 
kraft pulp mill is established, it can do little more than 
produce sulfate pulp. The fixed costs of the equipment are 
very high relative to variable costs of production and must 
be paid regardless of how much pulp is being produced. Thus, 
the greater the output of the mill, the lower will be the 
fixed, hence, the total, costs per ton of pulp produced. 
Therefore, when demand for kraft pulp declines, mills have 
an incentive to continue producing as much pulp as possible 
and to sell it by lowering prices if necessary. Consequently, 
short-run shifts in demand for sulfate pulp tend to be 
compensated for by fluctuations in prices rather than 
Produecion. 

The crux of the problem for market kraft pulp 
Mills is iblustrated in Figures IlI-6)"Ifi-7/ and TII<9, 
Canadian and Ontario production of sulfate pulp es 


steadily through 1969, reflecting the expansion of capacity 
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FIG. IT -6 SULFATE PULP - PRODUCTION AND CONSUMPTION 
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FIG. 11-7 EXPORT PRICE INDEX - BLEACHED KRAFT - ANNUAL 
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FIG. I-8 EXPORT PRICE INDEX—BLEACHED KRAFT PULP 
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during the 20-year period covered by the graph. 

Prices fluctuatedconsiderably over the same period, 
as shown in Figure III-7. Falling prices from 1965 through 
1968 were due primarily to expanding capacity relative to 
demand. By 1968, prices began to grow as demand approached 
capacity. High prices occurred simultaneously with an 
overall production decline in 1970 followed by a decline 
of almost 10 percent between 1971 and 1972. Monthly prices 
and price index data shown in Figure III-8 indicate that 
prices of market kraft pulp declined to a low point during 
the months of May through December 1972. It was during 1972 
that market kraft mills in Ontario experienced most of their 
financial difficulties. 

While production and exports of sulfate pulp in 
Canada continued to grow through 1971 and 1972, Canadian 
mills had to grant price discounts in order to maintain 
their presence in the U.S. market | Canadian pulp manu- 
facturers were able to sustain growth in production and 
sales through 1971 and 1972 but experienced a cost-price 
squeeze (i.e., a profitability squeeze) during most Of, this 
two-year period. 


et Until 1973, the price of kraft pulp from Canada was 


routinely discounted below the price of U.S. produced 
pulp. See: 


R.A. Daly Ltd. The Canadian Forest Products Industry 
(Toronto: R.A. Daly Ltd., January 1969), page 42. 
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By the end of 1973, Canadian pulp production had 
risen 8 percent over 1972, almost double the average annual 
production increase for the years Mag7e72.5° The rapidly 
growing demand for kraft pulp is vividly reflected in the 
51 percent rise in sulfate pulp Bupore prices during 1973. 
This unprecedented price climb was due in part to Phase IV 
price controls in the United States. The price of domest- 
ically produced pulp in the United States had been frozen 
during 1973. Much of the kraft pulp produced in the United 
States was directed into firms' own integrated paper-making 
operations. Non-integrated U.S. paper and board-makers were 
forced to rely more and more on world pulp suppliers at 
rapidly rising prices. Some two thirds of the market pulp 
traded in the United States is currently of foreign origin. 
Price controls on pulp and paper in the U.S. were lifted in 
April 1974. 

The outlook for chemical market pulps, especially 
Canadian sulfate grades, over the next 18 to 36 months is 
exceedingly good. Paper and board output may be increased 
considerably by speeding up machines or altering production 
schedules and product characteristics. However, there is 
little that can be done to existing pulp digesters and 


ae See Data in Appendix D 


cit ea 

driers to ch eres aan in the short-run and it takes 
24 to 36 months to get a new pulp mill on line. Due in 
part to the two-year price freeze in the United States, no 
new pulp mills are under construction there. The U.S. 
industry is, however, increasing its paper and paperboard 
capacity by lengthening runs, speeding up machines and making 
higher bees | 

Canadian sulfate market pulp capacity is expected 
to rise by 6.7 percent per year through 13750 = At this 
rate, there will be about 10.6 million tons of bleached and 
unbleached sulfate pulp capacity in Canada by 1975, of which 
about 6,487,000 tons will be market puget a Based on the 
growth of sulfate pulp shipments singe 1:970.,..this, projected 
capacity will barely offset normal market growth plus the 
340,000 ton shortfall of fibre expected in the United States. 

By the end of 1973, stocks of market pulp and waste 
paper for pulping held by U.S. producers and pulp buyers 
were low relative to levels of the previous year. Producers 
and buyers alike have turned to Canadian suppliers in order to 
build up stocks. Finally, overseas demand for market pulp 


promises to continue its substantial growth through 


2 

? Ronald J. Slinn, "Current Trends in Market Pulp - 
Significance of COLC Easement", Paper Trade Journal, 
April 1, 1974, “pp. ~ 24e25- 

30 fois 
Canadian Pulp and Paper Association, Canadian Pulp and 
Paper industry, Capacity Survey - 1972-1975 (Montreal 
CPPA, (Apr’.© 1973) ¢ page 5. 

ae 


Ibid 
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1974. Japan increased its imports of Canadian pulp in, 1973 
by 51 percent over inoue Exports to Western Europe rose 
by 11 percent during the same period, °7 

Demand is expected to remain strong, especially 
over the next 12 to 18 months. It is unlikely that prices 
will fall during the next 6 to 12 months unless some hitherto 
unexpected new pulping capacity comes on line in Europe or 
North America. There are some uncertainties as to whether 
fuel shortages will precipitate a recession in the United 
States and Europe. So far, however, the fuel Situation seems 
to have little effect on the demand for pulp and paper. 

36 Newsprint 

Approximately 80 percent of Canada's newsprint 
production is shipped to the United States where it accounts 
for about 64 percent of that nation's newsprint consumption. 
While newsprint is the "bread and butter" product of the 
eastern Canadian pulp and paper industry, the performance 
of this product market has been rather disappointing over 
the past five years. The data presented in Table III-14 
and Figure III-9 indicate that newsprint consumption in 
the United States and sales by Canadian mills (Canadian 


Shipments and Exports) experienced a slump between 1969 


ie Anonymous, "Canadian Industry Sets New Production 
Records Last Year", Paper Trade Journal, February 25, 
1974, page 20. 
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TABLE III - 14 


PRODUCTION AND CONSUMPTION OF NEWSPRINT IN CANADA 
AND THE UNITED STATES 


Canadian Shipments Exports U.S. Consumption Uwe < 

Tota. Canada Total USS sates Total Per Shipments 
Year 000 Tons 000 Tons Supply) 000 Tons Capita To Usa 
L973 10,500 
LOTZeee, 740 780 T9600 > °67403 64 VO,27% 98.4 3 fa 
LO Vii 2822-0 720 7,490 6,114 64 97602 9226 a, i207 
1970S; 592 716 7,876 6,144 64 9,545 9302 3 1624 
1969 8,741 708 S033 M6 p4L7 65 974% 9559 3,216 
1968 8,096 674 194224,.6107 66 9,244 9129 2,835 
19670 74.968 638 7 Pea ine 7263 69 9,149 91:9 25528 
1966. 8,365 620 7,764 6,610 72 9,077 S22 2,532 
1965 7,747 590 di, eet 6,098 72 8,460 87 20 2 ce 
1964 7,310 550 6; 759" 5,648 8,042 CSy7 2 10 
1963)" 6,622 523 67 100RN57 180 PUR RAT 71938 2,099 
1962) | ‘67680 5h2 GPL 9O4 (5229 7,486 80.3 2,086 
196k - 64707 492 Gp Guo p22 7 77,380 80.4 1,965 
1960 6,752 487 6, 265857279 7,426 82.2 1,954 


SOURCE: Canadian Pulp and Paper Association, Reference Tables 
1973 (27th Edition) Montreal: —CPPA,. Sept. 5 
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FIG. IMT -9 NEWSPRINT CANADIAN PRODUCTION AND EXPORTS - 
US CONSUMPTION 
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and 1972. It appears, however, that this market is recover- 
ing with U.S. newsprint consumption totalling about 10.5 
million tons in 1973, a 2.2 percent gain over 1972.°" Le 
has been estimated that total newsprint consumption for 
1973 would have increased by more than 5 percent if strikes 
in the Canadian railroads and newsprint mills had not caused 
supply shortages.” 

Several trends in this market should be noted. 
First of all, although Canadian mills continue to be the 
major source of newsprint for the U.S., the proportion 
supplied by Canada has been falling. (See Table III-14) 
While consumption of newsprint in the United States has 
grown by 35 percent since 1962, Canadian shipments to the 
U.S. has increased by only 22 percent between 1962 and 1974. 
Mills in eastern Canada increased their shipments to U.S. 
newspapers by only 17 percent during this same period: © 

A second trend is that growth in newsprint 


consumption and production has been slow relative to other 


af Jon G. Udell, "Supply and Demand for Newsprint in the 
U.S. Current and Future", Paper Trade Journal, 
January 21, 1974, page 28. 
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36 


Ibid 


SE aLoO >= 


markets, averaging only 2 or 3 percent per year. News- 
print demand is derived from the demand for newspapers 
and for advertising. The newspaper market is relatively 
saturated and grows more or less in proportion to popu- 
lation. 

Finally, comparing Figures III-9 and III-10, it 
is apparent that Canadian newsprint production has fluc- 
tuated rather widely over the past 20 years while prices, 
on the average, have been stabile or rising during the same 
time period. Although fluctuations in this market are due 
initially to shifts in demand by publishers, newsprint pro- 
ducers are able to vary their output by speeding up or 
slowing down paper machines. In contrast to the pulp mar- 
ket, newsprint production has fluctuated while prices have 
held relatively stable. 

Further evidence that Canadian pulp and paper 
mills actually cut back on output when demand was soft is 
found in the changes in average operating ratios. In 1969, — 
Canadian paper mills recorded their highest newsprint production 
to date, the operating ratio averaged 91.1 percenee | News- 
print production fell by 250,000 tons in 1970 and operating 
ratios dropped to 88.6 percent. This was followed in 1971 
by another 380,000 to decline with operating ratios falling 


to 82.6 percent. The operating rate rose to 86 percent 


et CPPA, Reference Tables, 1973, page 16. 
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FIG. 11-10 EXPORT PRICE INDEX - NEWSPRINT - ANNUAL 
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in 1972 as Canadian newsprint production climbed to the 8.7 
million ton level of 1969. Operating ratios vary consider- 
ablystrom firm to’ firm as is indicated.in Table III-15.% 

This Table distinguishes paper companies by ownership and 
indicates those operating in Ontario while Table III-16 
lists.the size and locations of the actual Ontario mills 
owned by these companies. It appears that firms operating 
in Ontario registered relatively low ratios over the period 
1970 - 1972. 

During’the period 1970 to 1972; exports CoO” Europe, 
Britain and Latin America did not offset the decline in sales 
to the U:S.°° his corroborates the opinion of some eastern 
Canadian paper industry executives that "little, if any, 
continuing and profitable growth ..." is "... foreseen in 
offshore markets for eastern Canadian producers ) maple 
According to these same sources, sales to the U.S. market 
are, despite competition, more profitable. 

The newsprint market began to recover in mid 1972 
and by mid 1973, shortages were apparent. At the end of 
1972, U.S. newsprint makers were producing at capacity. 

38 Ibid. 


oc Report to Ministers on Tri-Partite meetings with 


manufacturers of newsprint in Ontario and Quebec, 
1973, page “6. 
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TABLES Pid. =<<-15 
OPERATING RATIOS OF INDIVIDUAL FIRMS WHICH OPERATE 
NEWSPRINT MILLS IN EASTERN CANADA 


Production 
Capacity 


Company 1970 LOW Ly 


a a = 


Under Foreign Producer Control or Ownership 


(1) 


Anglo-Canadian 90.2 95.5 2 po tet 
Beaver Wood Fibre.’ BZ 100 102 

Bowaters Canadian b? bl Ra 74.5 70 

CIP 86 7638 82.1 
Crown Zellerbach 85.4 80.9 94.6 
Nova Scotia Pulp ~ 82.9 64.9 
pitoeolmiinseota a, 93.8 94.4 


Under Foreign Publisher's Influence or Ownership 


Donohue we NS I Ss eae wet, 
Ontario eS ee 90:9 86.2 B79 
Spruce Falls it) 82.8 Wid 85.4 
Under Canadian Ownership 
Abitibi?) 79.8 76.4 74.3 
B.C. Forest Products Ane pe J a Sls 
Consolidated-Bathurst 82 eoc7 DOR 
Domtar (1) S545 83 68.4 
Great enol’ 76.6 13.5 Tsao 
Kruger LOsdb.:6 1.0 iee:5 94.0 
MacLaren yoo 88.6 910 
MacMillan Bloedel 6357 Bae 84.7 
Price 7 ae 30.3 90.8 
St. Raymond 9Or i. 84.9 94.7 
F.F. Soucy Tou. 69.61 82.6 


oe : 
Firms with operating newsprint mills in Ontario. 


Source: Report to Ministers on Tri-Partite Meetings with 
Manufacturers of Newsprint in Ontario and Quebec 
(mimeo) 1973 pp 6,7. 
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TABLES bla 6 


Newsprint Mullis in Ontario. 


Mill . Production 
Company Location ae Capacity 


Tons Per Day 


Abitibi Sault St Newsprint 

Marie Groundwood Specialities 345 
Iroquois Falls Newsprint 935 
Wrapper 45 
Thunder Bay SULED Lee ULD 100 
(Mission Point) Groundwood Pulp 300 
Newsprint 37.5 
Abitibi Forest Thunder Bay Sulfite Pulp 350 
Products (Bare Point) Groundwood Pulp | LS 
Newsprint 460 
Domtar Red Rock Kraft Pulp 620 
Groundwood £50 
Kraft liner board 550 
Newsprint 200 
Kimberly-Clark Spruce Falls Mangnafite Pulp 200 
(Spruce Falls Sulfite Pulp 365 
Provincial Paper Groundwood Pulp | 900 
Co, Ltd.) Newsprint i000 
Great Lakes Thunder Bay Groundwood Pulp 900 
Sulfite Pulp 300 
KraftePuip 550 
Newsprint L200 
Ontario- Fort Frances Groundwood Pulp 500 
Minnesota Kraft Pulp 500 

Groundwood specialities 
& Newsprint 500 
Kenora Groundwood Pulp 250 
Sud fa tesPulp 185 
Newsprint 740 
Ontario Paper Thorold Groundwood Pulp 530 
Company Sulfite Pulp 220 
Newsprint FAD 
Beaverwood Thorold Groundwood Pulp 125 
Fibre Company Waste Paper Pulp 190 
Newsprint 20 


Paperboard £90 
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Strikes at mills and in the Canadian railroads forced the 
operating ratios of Canadian mills to drop. to. 70-75 pércene 
during August through September ne ie Pia During other months, 
Canadian mills were operating up to 95 percent capacity. 
Canadian newsprint makers are currently operating in boom 
conditions. Price discounting was prevalent from 1970 to 
1972. However, Figure III-10 shows the extent of ithe, dva-= 
matic price rises which occured during eG ae Prior -6outhas7 
newsprint prices have been rising gradually, although exhi- 
biting 4 to 8 percent fluctuations on » seasonal basis as in- 
dicated in Figure III-1ll. The export price of newsprint 
currently stands at $230/ton, up from $160/ton in L972. 

The boom market conditions have altered the 
distribution of market power between newsprint manufacturers 
and buyers. Prior to the current boom market, U.S. news- 
paper publishers wielded considerable market power as 
Setonera. Canadian newsprint manufacturers, being 
residual suppliers to these buyers, have engaged in rigorous 
competition by granting concessions to buyers in terms of 
price, product quality and service. Producers were also 


obliged to commit their output to publishers on long-term 


contracts which publishers often did not honor themselves. 


40 CPPA, Statistical Bulletins 
41 : 

Jon G. Udell, op. cit., January A a ek Be WS 
42 


For a lucid analysis of the competitive relationships 
between newsprint makers and publishers, see Guthrie, 


op. gine, , 1947, 
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SOURCE: STATISTICS CANADA, PRICES AND PRICE INDEXES 


FIG. I-11 EXPORT PRICE INDEX - NEWSPRINT - MONTHLY 
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Now, producers are able to sell just about everything they 
can produce without making these concessions to buyers. It 
also appears that most Canadian newsprint production will 
be shifted from a 32 to a 30 pound basis weight. This is 
significant from an environmental standpoint because less 
pulp is utilized to produce a ton of newspaper, hence, less 
effluent is generated per ton of newsprint production. 

Market conditions look favorable for the newsprint 
industry in general and for Ontario newsprint producers in 
particular. Analysts predict a continued strong growth in 
demand through 1974 and on into to 1975." The demand for 
consumer goods continues to rise thus prompting the growth 
in both local and national newspaper advertising. 

There are, however, some uncertainties about supply 
and demand conditions over the next two years. Mills in the 
U.S. and Canada are presently running at or near full capacity 
and newsprint prices currently exceed $230 per ton. Paper 
companies throughout North America are revising their 
Cerner plans but they are loath to commit themselves 
to building any new mills. Expected increases in Canadian 
newsprint capacity of about 270,000 tons per year through 


1975 will be brought by improvements and enlargements in 


4 
2 an G. Udell, op. cit. January 21, 1974. 
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existing Pyeiiities: ** Wood shortages and a dearth of suit- 
able mill sites also tend to discourage new mill construction. 
However, the current newsprint contract price of$230/ton may 
now be yielding the 12 to 15 percent return on investment 
which pulp and paper officials say is necessary to attract 
capital to major new ventureee > If current price levels 
hold through 1974, then it is likely that a number of new 
mill announcements will be forthcoming. These new mills 
will probably be located in the Southeastern U.S. or Western 
Canada. No announcements of added newsprint capacity have 
yet Soars made for Ontario. 

U.S. newsprint consumption totalled 10.5 million 
tons in 1973, some two million tons less than anticipated 
due to supply shortages. During 1973, publishers adjusted 
to shortage conditions by eliminating magazines and special 
advertising enclosures, by using lighter paper (30 Por ana 
by effecting other paper conservation methods. Whether or 
not these adjustments are permanent in light of higher 
prices and further expected shortages remains to be seen. 

If they are, then demand will be curtailed relative to 


previous years. If, on the other hand, there are no supply 


as CPPA, Capacity Survey, April 1973 7-page- 8’. 


isa Gerd Wilke, "Few Paper Mills Eager to Expand", New York 
Times, March 17, 1974, page 5. See also Arthur D. Little, 
Inc. Economic Analyses of Proposed Effluent Guidelines, 
Pulp, Paper and Paperboard Industry (Washington, D.C.: 
U.S. Environmental Protection Agency, Office of Planning 
and Evaluation, September 1973), page IV-5. 


=~ o1 Oe = 


disruptions and if demand adjustments are only temporary, 
then United States newsprint consumption should exceed 11 


46 


Million tons.vin 1974. If the responses to shortages and 


higher prices curtail demand, then consumption might reach 
10:3 7,micLlion, tons,..200,000:tons) above,,1973 level.” Lt 
does not appear that fuel shortages will seriously affect 
the demand or the supply for newsprint in the United States 
during 1974. 

Prospects for longer term (3-5 years) demand growth 
also appear to be favorable as the population ages. Some 
66 percent of the population aged 18-24 are likely to read 
a newspaper on a given day. Their readership increases 
with age until they reach 65. The aging of the post World- 
War II cohort group should contribute to a steady rise in 
newspaper circulation. Consequently, it is projected that 
13.1 million tons of newsprint will be consumed by 1980 if 
there is an adequate euprin That energy or fibre short- 
ages will limit supplies of newsprint over the medium 
(3-5 years) term is possible but not very likely. 

Ontario can be expected to maintain its share of 


U.S. newsprint market through 1974. The key question for 


ap Jon G. Udell, Gp..i\citawlo/A) page 30. 
47 tia 
48 


Ibid 
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Ontario mills is the magnitude and location of any new 
capacity that may be built during the next two or three 
years. Consumption of newsprint in the North Central U.S., 
the area served by Ontario mills, has grown by a compound 


- This means that if 


rate of only 2 percent per year. 
newsprint capacity in Ontario increases by more than 
25,000 tons per year in 1974 and 1975 then excess capacity 
conditions could develop by late 1975 with probable down- 
ward pressures on prices. 

4. Fine Papers 

| For purposes of this discussion, the "fine paper" 
category includes groundwood speciality paper (over 50 percent 
groundwood content), book and printing paper (50 percent or 
less groundwood content), fine papers and uncoated miscellan- 
eous grades. These products are often made to order and 
are produced in widely heterogeneous lots. Shipping costs 
of these products are relatively high so that fine paper 
milis are usually located near their markets. Hence, 70 
percent of the shipments of these grades of paper originate 
in Ontario and Quebec. 79 The data in Table III-17 indicate that 
fine papers presently account for about 27 percent of the 
total value of shipments for all paper products produced in 
y Ibid, page 28. 


= Statistics Canada, Manufacturing and Primary Industries 


Division, Pulp and Paper Mills - 1971 (Ottawa, Statistics 
Canada, July COR page 13. F 
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Ontario, second only to newsprint. Ontario produces over 
55 percent of all fine papers in Canada and generates 56 
percent of the total value of shipments for these grades.°+ 
Four companies (Abitibi, Domtar, Eddy and Rolland) 

produce 90 percent of the total Canadian output of fine 
papersh>- Table III-18 lists the fine paper mills located 
in Ontario and their respective capacities. 

| As mentioned earlier, fine papers are protected by 
tariffs and non-tariff barriers. “Canadian” prices’ of) these 
products were thus maintained above U.S. prices by the amount 
of the tariff plus the exchange rate. Part of the rationale 
for tariffs on these and other paper and paperboard products 
is that the costs of producing these products are supposed 
to be higher. in Canada than in the United States. A 
discussion of the factors which account for these higher 
costs is presented in eed ee However, Canada agreed to 
reduce its tariffs on most fine paper grades from 22% percent 


to between 15 and 12% percent as part of the General Agreement 


Bd Computed from Tables III-8 and III-9 respectively. 

hg W. E. Haviland, N.S. Takacsy,.E.M. Cape, Trade Liberal- 
ization and The Canadian Pulp and Paper Industr 
(Toronto: University of Toronto 
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Ro. DUnZI Op. sCLt.:; 1970, pp. 88-94. 
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COMPANY MILL PRODUCTS PRODUCTION 
_ NDR ken 28s LOCATION ae _uecpe CAPACITY (TONS/DAY) 
AbLt mpr Thorold Fine Papers 250 
Abit Epi 
Forest 
Products Thunder Bay Fine Papers 250 
Domtar Cornwall Kraft Pulp 400 
Fine Papers ; 620 
St... Cathian— Fine Papers ) 
ines ) 100 


Box Board ) 


Toronto Fine Board 28 

E. B. Eddy 
and” Co. Ottawa Fine Paper Ss 
Paper Board 80 
BB) "hddy Espanola Kraft Pulp 625 


Fine and Coated 
Kraft Papers 150 


Dryden Paper 
CO. Dryden Kraft and Fine 
Papers 200 
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for Trade and Tariffs (the Kennedy Round tariff negotiations) 
which was ratified in 1967. The entire new tariff schedule 
was implemented in June 1969 rather than being phased in 
over five years as had been originally planned. The current 
tariffs for selected paper commodities in the U.S., Canada, 
the U.K. and the EEC are listed in Table III-19. 

The new rates had the effect of landing U.S. 
paper products in Canada at prices lower than the prevailing 
Canadian prices. Canadian paper manufacturers ,particularly 
companies which produce fine papers, stated that this 
Sreci piteds tariff adjustment would do irreparable harm 
to the industry. The companies predicted that prices would 
have to be lowered to the extent that they would lose money. 
Moreover, Canadian fine paper companies complained that 
cheaper U.S. imports would flood Canadian markets and Gurtail 
their sales volume. 

It is clear now that these forecasts did not 
materialize. Indeed, the data indicate that Canadian fine 
paper manufacturers have benefited considerably from the 
GATT agreements which lowered tariffs in other countries 
as well as those in Canada. The data in Table III-17 show 
that there were substantial increases in Canadian shipments, 
Canadian exports, Ontario shipments and Ontario value of 
shipments for the years 1968, 1969 and 1970. Exports of fine 


papers increased by 50 percent between 1968 and 1969 and by 


another 40 percent from 1969 to 1970. 
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There was no increase in the import of fine papers 
into Canada between 1969 and 1970. In fact, imports of all 
paper products grew by 31 percent during the four years 
following implementation of the tariff (1969 to 1972) whereas 
over the four years prior to the agreement (1966 to 1969), 
the quantity of imports had increased by 40 percener 
Furthermore, during the four years prior to 1969, the tonnage 
of Canadian exports of paper products increased by 24 percent 
while exports grew by more than 63 percent during the four 
years after the tariff change. It is clear that, far from 
being "irreparably damaged" by the GATT tariff schedule, Canadian 
and Ontario fine paper manufacturers have substantially 
increased their sales and their revenues following the 
introduction of the new tariffs. 

What about the effect of the new tariffs on prices? 
The Canadian price index for fine papers exhibit no notice- 
able reductions during 1969 and 1970. Indeed, prices of 


of Canadian Exports and Imports of All Paper and Paperboard 


Products. 


cyO Ss 
1966 1969 L272 
Canadian Exports of paper (except) 
newsprint) and paperboard. 698 865 1413 
Canadian Imports of paper 
and paperboard products. als oval 224 293 


CPPA, Reference Tables, 1973, pp. 20, 21 


mee Re 


these products rose by five percent between 1969 and 1970. 
The annual and monthly price index for fine papers are 
plotted in Figures III-12 and III-13. ,It is interesting 
to note just how steady these prices have been. Contrast 
the price stability in this protected market with prices 
in the volatile sulfate pulp market which is vulnerable to 
competitive forces outside of Canada. Stable prices, such 
as those obtained in the fine paper market, suggest, but do 
not prove, that producers have a degree of control over 
these prices. This would be consistent with the high degree 
of concentration in this market. As with other pulp and 
paper products, prices rose almost monthly through 1973 
until the fine and printing paper price index exceeded 1972 
levels by 35 percent. 

Consumption of printing and writing paper in North 
America, the primary market for Ontario production, is 
expected to grow by 6 percent per year through LOR? 
Demand for these grades of paper is relatively price in- 
elastic since there are few substitutes for the uses to 


which these papers are put and because these products account 


x Working Party on Demand Projections, Interdepartmental 


Committee for Review of the Canadian Pulp and Paper 


Industry. Consumption Projection for Paper 1970 - 
1985. 
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FIG. I-12 INDUSTRIAL SELLING PRICE INDEX - FINE PAPERS - ANNUAL 


DOwG N2 5060 


(oe) 
© 
uu 

7) 
o 
x 
Ww 
a 
= 
Ww 
se 
a 
a 


TS) ZAG, JENA 1972 


SOURCE: STATISTICS CANADA, PRICES AND PRICE INDEXES 


FIG. IT -13 INDUSTRIAL SELLING PRICE INDEX - FINE PAPERS - MONTHLY 
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for a very Lit proportion of consumers' incomes or the 
costs Of final products. “Tt “rs unlikely, “theretore; “that 
higher prices will curtail consumption very much. This 
market looks exceptionally good through 1975 and beyond. 
Prices in particular are expected to remain high enough 
to keep earnings at profitable levels. 

A key variable will be exports. The lifting of 
price controls in the United States may prompt some capacity 
expansion of this product in that country. Even if this 
happens, it seems likely that Canadian producers will be 
called upon to make up shortages in U.S. production over 
the next year as well as meet the growth in demand forecast 
for Canada. 

Die Paperboard 

Paperboard production in Ontario is second only 
to newsprint in terms of the volume of output, although it 
lags behind fine papers in value of shipments. Paperboard 
grades are also protected by tariffs which were reduced in 
1969 when the new GATT rates were promulgated in Canada. 

Paperboard production is comprised of two main 
categories: containerboard and boxboard. Containerboard 
is used almost entirely to manufacture shipping containers 
which are themselves composed of linerboard, corrugating 
medium and dripboard. Linerboard is made from sulfate pulp 


while corrugating medium and dripboard are produced from 


Sri. 


sawdust and waste-paper grade pulps. Boxboard may be made 
from all types of pulp or repulped waste-paper. The three 
main boxboard categories include folding, set-up and 
miscellaneous. 

Table III-20 lists the mills in Ontario which 
produce paperboard. Of the approximately 1,590 tons per 
day of paperboard capacity in Ontario, about 1,000 tons per 
day is containerboard and the rest consists of box and 
building boards. Current production in Ontario is over 
650,000 tons per year, about one-third of the total output 
in Canada. Quebec produces almost half of the nation's 
paperboard. 

Table III-2l1 presents data concerning paperboard 
shipments, production, imports and exports for Canada and 
Ontarios° It is clear from the data in this Table that 
Canadian paperboard sales or shipments and exports have 
enjoyed steady growth over the past six years. Production 
in Ontario, on the other hand, peaked in 1965 and did not 
regain this output level again until 1970. This was due in 


part to the fact that most of the growth in paperboard capacity 


ne There seems to be wide discrepancies in the statistics 


provided by Statistics Canada and those Jisted: in the 
CPPA Reference Tables. These discrepancies are likely 
due to the differences in definitions of Categories. 
The direction of change in both series agree, however. 
The data presented here are Statistics Canada figures. 
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over the past decade has occurred outside of Ontario. Since 
paperboard production, particularly containerboard, requires 
sulfate pulp for strength, new paperboard capacity has been 
Mocated wear the kratt pulp mills in B.c., Quebec -andi'the 
Vie. SOUTH. 

While Canada exports about 400,000 tons of paper- 
board each year, Ontario paperboard mills are oriented toward 
their own domestic markets. Substantial amounts of paper- 
board are, in fact, shipped into Ontario from Quebec and the 
U.S. for use by industrial establishments located in this 
province. In addition, over 100 paperboard converting 
operations which produce 54 percent of all Canadian factory 
boxes are in Orta owe Some 80 percent of all paperboard 
converting plants are integrated with board mills. 

Prices of paperboard, like those of other paper 
products, have risen substantially in 1973. Price indices 
for liners and corrugating board are illustrated in Figures 
III-14 and III-15. As with fine papers, there is no 
indication that prices were affected by the change in 
tariffs. The price indices for corrugating medium and 
boxboard rose by 10 and 14 percent respectively during 
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Since most paperboard is used to package manu- 
factured goods: and food, this sector is sensitive to 
industrial activity. The future performance of this 
market will depend a great deal on the general condition 
of the Canadian and U.S. economies. It is, therefore, 
difficult to forecast demand during the next 12 to 24 
months for this market. However, demand and prices will 
probably remain strong and continue to rise over the next 
6 to 9 months. The industry is intending to add more than 
450,000 tons per year of containerboard capacity and 130,000 
of boxboard capacity by UGt6ac” Expectations for this 
market over the next two years are therefore optimistic. 

6% Wrapping and Tissue Paper 

Taken together, these products account for only 
6 percent of Ontario paper production (including newsprint) 
and 8 percent of the total value of shipments. Production 
of wrapping paper in Ontario presently accounts for 15 
percent of the total Canadian output of wrapping paper. 

On the other hand, Ontario manufactures about 29 percent 
of the total Canadian production of tissue and sanitary 


papers. About half of the total Canadian production of 


a "Most New Canadian Capacity from Existing Mills and 


Equipment", Paper Trade Journal, July 15, 1974, 
page 26. 
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both wrapping and tissue papers come from Quebec millis. 
The mills which produce these products in Ontario are 
presented in Table III-22. 

Wrapping paper is not a growing segment of the 
Ontario paper industry. Production in the province during 
1970 and 1971 dropped by about 15,000 tons from a high of 


S000 ‘Cons “iri 1oege? 


On a national basis, wrapping paper 
production had been growing fairly steadily until 1970 when 
production dropped by 128,000 tons to 482,500 tons from the 
previous year, Canadian exports of wrapping papers totalled 
218 ,000"tons “in “1972, up from 1437,000tons in 1971; ‘while 


ay Exports in this sector also 


17,000 tons were imported. 
increased after the GATT tariffs reductions were instituted. 
The important question concerning this market is 
whether Ontario mills can make and sell kraft wrapping 
papers in competition with specialized mills in western 
Canada and the United States. Kraft pulping capacity has 
been gravitating toward western Canada and the U.S. south 


and kraft paper production has, to a:certain extent, been 


following it. In the opinion of some analysts, southern 


si See Appendix D. 


oe CPPA, Reference Tables, 1973, p. 20 
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TABLE III - 22 


WRAPPING AND TISSUE PAPER MILLS IN ONTARIO 


MILL CAPACITY 
COMPANY LOCATION PRODUCTS ¥ TONS /DAY 
Anglo Canadian Kran’ pu Lp 630 
Dryden Paper Kraft papers and 
Co; Dryden paperboard 200 
Dominion Cellulose 
(CIP) Toronto Facial and Toilet 
Tissue v5 
Eddy Forest Kraft pulp 625 
Products Espanola Kraft papers (wrapping 
and fine L50 
Kimberly-Clark St. Catharines Tissue and Crepe 110 
Huntsville Crepe 70 
Kapuskasing Crepe af 


Atlantic Pkg. Co. Scarborough Corrugating medium ) 


Butcher's wrapping ) 


—— SE 


=o 0. = 


U.S. mills have a slight advantage over eastern Canadian 
mills with respect to this eroduet.°~ However, prices of 
kraft wrapping paper, which have been rising gradually nD 
the past (see Figure III-16) have taken GLE iy LOW Se4 LEN. 
the current period of paper product shortages and rising 
prices, the manufacture of wrapping paper remains a profit- 
able activity for Ontario mills. Note also that the two 
Ontario mills which produce kraft papers also make a wide 
variety of fine papers and paperboards. Production capacity 
that might be used for wrapping papers can, therefore, be 
utilized for other grades. 

While not exhibiting the high growth character- 
istics of other product categories, the production and 
export of tissue and sanitary papers has remained strong. 
Prices of facial tissues, toilet paper and table napkins, 
the primary products of this category, have risen steadily 
over the past five years. As is illustrated in Figure III-16, 
the rate of which these prices are rising increased in 1973 
in step with other products and commodities. The market and 
prices for these commodities is expected to remain strong and 


relatively stable. 


Gt W.E. Haviland, N.S. Takacsy and E.M. Cape, Op. Cit. 


1968, page 62. 
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SOURCE: STATISTICS CANADA, PRICES AND PRICE INDEXES 


FIG. I-16 INDUSTRIAL SELLING PRICE INDEX - KRAFT WRAPPING 
PAPER — ANNUAL -MONTHLY 1973 
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E. THE STRUCTURE OF THE ONTARIO PULP AND PAPER INDUSTRY 
1 Introduction 

Knowledge of the structural and organizational 
characteristics of an industry are necessary to assess the 
consequences of the environmental policies contemplated in 
this study. The object of this section is to document the 
important structural characteristics of the pulp and paper 
industry in Ontario. Structural elements to be considered 
include the concentration of each major product market, the 
size of the mills relative to other mills in Canada, the 
product mix of individual mills, the degree of vertical 
intergration in the industry, growth patterns of the industry, 
the location of mills, ownership patterns in the industry, 
and the comparative cost conditions of the industry in 
Ontario relative to other producing areas. 

It should be noted at the outset that pulp and 
paper mills in Ontario are actually components of a "North 
American" pulp and paper industry. This is a result of two 
factors. Free trade in pulp and newsprint between the U.S. 
and Canada has encouraged the Canadian industry to special- 
ize in these products. Secondly, there is substantial U.S. 
ownership of Canadian pulp and paper mills. Many of the 
structural features discussed in this section refer to the 


North American pulp and paper industry but are also indic- 


ative of the Ontario component. 


rene $C Pat 


Ze Concentration, product mix and growth in the pulp 
and paper industry 


The concentration of an industry or a market refers 
to the-proportion of that market or industry which each firm 
controls. Concentration is important because it provides an 
indication of the degree of competion which prevails in the 
industry. If each firm in a market controls only a small 
proportion - say less than 5 percent - of sales or production 
capacity, no single firm can affect a change in prices by 
its own action. However, if a small number of firms dominate 
a given market, such a market or industry is called an 
Oligopoly. Again, no single firm is dominant but the actions 
of a single firm can affect the price or output of the entire 
market. Hence, firms are aware of this interdependence and 
make their decisions accordingly. A market or industry 
dominated by a single firm is said to be monopolistic. The 
classification of the particular market or industry as 
competitive, oligopolistic or a monopoly has important 
implications for price making and the responses of the 
industry to government policies. 

Generally speaking, the pulp and paper industry 
in Canada is not a concentrated industry. In all of Canada, 
95 companies operate 141 pulp and paper mills while 19 firms 
operate 33 mills in Ontario. For all pulp and paper products, 


the four largest firms in Canada control less than 40 percent 


oe St i 


of the nation's production capacity. ° 

The level of concentration differs among product 
groups, however. For example, in 1969, the five largest 
pulp and paper companies in Canada controlled 54 percent 
of the total Canadian newsprint manufacturing capacity.°? 
On the other hand, about 88 percent of the output of fine 
papers in Canada is produced by four firms: Domtar, Abitibi, 
Eddy and Roland. °* The production capacity of tissue and 
creped wadding is also relatively concentrated with four 
companies - Scott, Kimberly-Clark, Canadian International 
Paper and E.B. Eddy -who control about 74 percent of Canada's 


65 


total capacity for these products. The distribution of 


newsprint capacity is revealed in Table III-23. The largest 
four firms own only 43 percent of the total capacity and 
the largest eight control about 60 percent of total Canadian 
newsprint capacity. 

The concentration of capacity in each product 


market by pulp and paper companies operating in Ontario is 


pS Lockwood Publishing Co. Inc., Lockwood's Directory of 
the Paper and Allied Trades - 1971/72 (New York: 
Lockwood Publishing Co. Inc., 1972), page l. 


oe These companies are MacMillan Bloedel, Canadian Inter- 


national Paper, Abitibi, Consolidated Bathurst and Price. 
Report to Ministers on Tri-Partite Meeting with Manu- 
facturers of Newsprint in Ontario and Quebec, December 
1972, page 4. 


a W.E. Haviland, N.S. Takascy and E.M. Cape, op. cit., 1968, 


page 47 
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TABLE III-23 


NEWSPRINT CAPACITY - 1972 
(thousands of tons/year) 


Company Que. 


Ont. 


N.B. 


Under Foreign Producer Control or Ownership 


Anglo-Canadian S27 
Beaver Wood Fibre 
Bowaters Canadian 
CIP 877 
Crown Zellerbach 
Nova Scotia Pulp 
Ontario-—Minnesota 

1,204 


34 


314 
348 


185 


153 


33 


73 


Nfld. 


360 


360 


Under Foreign Publisher Influence or Ownership 


Donohue 243 
Ontario Paper aL 
Gaspesia 230 


Spruce Falls 


Under Canadian Ownership 


Abitibi 159 
B.C. Forect Products 
Consolidated-Bathurst 971 


Domtar 484 
Great Lakes 

Kruger 156 
Maclaren 148 
MacMillan Bloedel 

Price 5S2 
St. Raymond 15 
F.F. Soucy 37 


72 
437 


2,002 1,218 


TOTAL CANADA 


4,693 2,153 


338 


Man. B.C. 
294 
ay errs 
174 
236 
973 
174 1,209 
174 1,503 


TOTAL 


10,142 


Percent 
Total 


Capacity 


11 


10 


SOURCE: Report to Ministers on Tri-Partite meetings with manufacturers of 
Newsprint in Ontario and Quebec, Dec. 1972. 
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summarized in Table III-24. The significant fact revealed by 
this table is that the production capacity of those product 
sectors protected by tariffs, i.e., fine papers, paperboard 
and tenia: tends to be concentrated with fewer firms than 
are in the newsprint or pulp sectors. There also seems to 

be fewer firms engaged in making fine papers and tissue than 
market pulp, newsprint or paperboard. The fact that fine 
papers, tissues and, to a certain extent, paperboard capacity 
are concentrated in the hands of relatively few firms has 
important implications for the pricing of these products 

and the ability of the firms which produce them to pass 

added costs on to the consumer in higher prices. 

Information concerning the trends of certain 
characteristics of pulp and paper mills in Canada are 
presented in Table III-25. It is clear from the information 
presented here that nearly all of the new mills that have 
been built in recent years have been located in British 
Columbia and provinces other than Quebec and Ontario. 
Although mills in Ontario have been enlarged and expanded 
to the extent that output has almost doubled since 1945-46, 
pulp and paper mills in Ontario remain, on the average, 
older and smaller than facilities elsewhere in Canada. 

Note too, in Table III-25, the average output of a mill 


in Ontario is currently below the Canadian average. 
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The location, product mix, capacity, age and the 
company which owns each mill in Ontario are listed in 
Table III-26. The product mix of a mill is important be-:" 
causé a mill which produces only a single product is likely 
to be more vulnerable to market fluctuations than a mill 
which manufacturers a variety of products. Furthermore, 
firms which own more than one mill would be better protected 
from business cycles than single establishment firms. 
The over-all operation of the firm may be profitable even 
though one of the mills might be temporarily operating at 
a loss. A multi-mill firm would be in a much better 
position to subsidize an "unprofitable" mill for a period 
of time until markets improved. According to the data in 
Table III-26, only 4 companies are single- mill firms. One 
of these, Great Lakes Paper Ltd., manufactures a variety 
of market pulps as well as newsprint. The other three, 
Strathcona Paper, Atlantic Packaging and Miller Brothers 
Paper Co. are all relatively small paperboard manufacturers. 
All of the rest of the mills in the province are owned by 
multi-plant firms or are subsidiaries to larger U.S. 


corporations. 
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The significance of the locations of mills will 
be discussed in the section concerning the importance of 
the mills to communities. 

3. Mill Size 

Although the empirical evidence is somewhat 
fragmentary, it appears that pulp and paper production 
processes are subject to economies of poarenan That is, 
the larger the plant, the lower are the unit costs of 
productions This is due in part to the large proportion 
of fixed costs which are required for such operations. 
Conversely, smaller mills generally have higher unit or 
average costs and it is these mills which are most likely 
to become unprofitable if pollution abatement costs are 
incurred. ‘Critically. small mills’ in Ontario ‘are,. therefore, 
identified in the following manner. 

The distribution of mill sizes by province and by 
product is illustrated in Table III-27. The means and 


standard deviations of mill capacities were calculated from 


oe John A. Guthrie. The Economics of Pulp and Paper 


(Pulfman, Washington: The State College by Washington 
Press, 1950), page 164. 
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these data and presented in Table III-28. Mills with a 
capacity smaller than one standard deviation below the 

mean for the product group are hypothesized to be on the 
lower fringe of economic viability. For Canadian and 
Ontario mills, the mean capacity less one standard deviation 


is presented below for each product category. 


Mean Product Capacity Less One Standard Deviation 


Product Category Canada . Ontario 
(Tons Per Day) 
Kraft Pulp 381 438 
Sulfite Pulp Lis 168 
Newsprint | 5oL 270 
Paperboard 23 65 
Fine and Wrapping Paper | 35 69 


oa, MORES Eby Ste Pyare ryt Ae For ey Boe ee Fh ee Bt ae sels en el Fa 
The following Ontario mills have capacities that 
are smaller than the mean less one standard deviation 


calculated for Ontario. 
Capacity, (from 
Table Te 2 8 ) 
Mean less one 
standard de- 
viation for 


Capacity relevant 

of Mibk product 
Company Mill Product (Tons per Day) | 
Abitibi Smooth Rock Kraft Pulp 340 438 


Falls 


Abitibi Thunder Bay Sulfite Pulp’ 100 168 
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Capacity (from 
Table III-28) 
Mean less 

one standard 


deviation 
Capacity for relevant 
Of Mill, product 
Company Mill Product (Tons per Day) 
Domtar Red Rock Newsprint 200 ZT0 
Kraft liner- 
board 550 65 
Sunoco Brantford Paperboard - 20 65 
Georgia Beaverwood Newsprint 120 240 
Pacific Fibre 
Paperboard 190.4 65 
IKO Brampton Board and 
Industries Insulation 50 65 


The following additional mills have capacities 
lower than just the mean for the particular product group 


in Ontario. 
Mean 


Capacity 
of relevant 
product category 


Capacity 
Company Mill Product (Tons per Day) 
American 
Can Marathon Kraft market 485 529 
pulp 
Abitibi Sturgeon Sulfite pulp 225 261 
Falls 
Smooth Kraft market 340 5.29 
Rock Falls pulp 
Kimberly- Terrace Kraft market 425 529 
Clark Bay pulp 
Ontario- Kenora Sulfite pulp 185 261 
Minnesota 


Newsprint 740 124 | 
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TABLE III - 28 


STATISTICAL SUMMARY OF MILL SIZE DISTRIBUTION 


(tons per day) 


eS 


British New 

Product Canada Ontario Quebec Columbia Brunswick 
PIA IU EE RI en ee aa ss OS ee Poms cee a eS ee 
Kraft Pulp m 593 529 492 682 518 

Ss 212 91 189.7 258 ‘ 

= 44 el 1 ee a 8 5 15 3 
SMA aii gag ah 284 261 262 440 300 

s ce re 93 140 

#mills 18 8 6 ih 2 
Newsprint m ye 624 616 940 831 

s 186 354 425 675.8 

#mills 40 10 21 5 2 
Paperboard m 202 236 214 185 

Ss 179 a pak 197 182 

#mills 35 9 i Ws3 ay 
Fine and Wrapping Papers 

eae 176 244 100 

s 143 LS 

#mills 18 i y. 
BoM NP'C FERRE UIUC RPACE elves ee rte Mea oe te ea en 
m = mean 
s = standard deviation 


#+mills= number of mills 


toe Le = 


The foregoing analysis does not constitute 
evidence that these mills are economically unviable. It 
does indicate, however, which mills might be seriously 
affected by increased environmental costs or" a downturn in" 
sales or prices. 


4. Vertical Integration, Diversification and Ownership 
Faceerne 


ratternec: wih eee UL. eS eee 

Vertical integration means that the various succes- 
sive stages of production of a product are under the control 
of a single firm. The vertical stages for paper and paper- 
board production include logging or waste paper collection, 
pulp production, paper-making, converting operations (i.e. 
the manufacture of finished paper and cardboard products) 
and, finally, the wholesale and retail marketing of these 
products. An integrated mill may include the logging, pul- 
ping and paper-making stages. Non-integrated mills include 
those which make only market pulp and those which must buy 
all of their pulp for paper-making. 

Vertical integration has several advantages for 
a firm. First, it insures that the firm has a supply of 
inputs and markets for its outputs. Secondly, vertical 
integration may lower costs by eliminating the profits of 
independent suppliers. Consolidating into a vertically 
integrated operation may also eliminate transportation and 
handling costs as well as certain other process steps. 


Finally, it allows the firm, in certain instances, to shift 
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its profits to a specific processing or production level 
which has special tax concessions. Vertical integration 
may also be a means of penetrating a new market or obtain- 
-ing secure supplies of raw material. 

Most of the larger, multi-mill companies in Ontario 
including Domtar, Abitibi, Kimberly-Clark, Canadian Inter- 
national Paper, Eddy and American Can of Canada, are fully 
integrated from logging to the marketing of finished paper 
products. These paper companies do not, however, appear to 
control the converting and marketing phases of the industry. 
Out of 121 converting establishments in Ontario, the large 
integrated pulp and paper companies apparently own only 25 
of tienen” Vertical integration can further mitigate 
against the ravages of market fluctuations on an individual 
mill by establishing captive markets through the acquisition of 
converting and marketing establishments. 


A number of mills have subsidiary operations which 


produce different product lines and which are important sources 


a Converting Establishments 

in Ontario owned by 

Company paper manufacturers 
Domtar 9 
American Can al 
Abitibi 3} 
Consolidated Bathurst 4 
Continental Can 3 
EVBevBddy uh 
CIP Containers 4 
ae 


Kimberly-Clark 
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of revenue to the firm. Sawmills which produce lumber and 
chips for pulping are associated with the Eddy mill at 
Espanola, Great Lakes Paper at Thunder Bay, Abitibi at Smooth 
Rock Falls and the Anglo-Canadian Company mill at Dryden. 

The Ontario Paper Company at Thorold, a subsidiary of the 
Chicago Tribune, has a complex chemical extraction plant 
where alcohol, vanillin and salt cake are separated from 

the chemical pulping wastes. A chemical plant is also 
associated with the Anglo-Canadian mill at Dryden. 

Paper companies which manufacture fine paper and 
paperboard generally have integrated forward into convert- 
ing and marketing operations. Most of the fine paper 
merchants operating in Canada are owned by Abitibi, Rolland 
or Domtar. E.B. Eddy also markets fine papers. Besides the 
fine paper wholesalers owned by these four manufacturers, 
only two or three other firms compete for the provincial 
government's fine paper contract. 

While some paper companies have even acquired 
newspaper publishers, publishers have more often purchased 
newsprint mills to ensure their own supply of newsprint. 
Representing the latter situation, Ontario Paper in Thorold 
is owned by the Chicago Tribune. Forty-nine percent of 
Spruce Falls Power & Paper Company is owned by the New 
York Times and 51 percent by Kimberly-Clark. 

Foreign ownership of Canadian resource industries 


in general and of the pulp and paper industry in particular 


a0 ae 


has been the object of a recent study by the Legislative 
Assembly of Ontario.” According to this study, about 58 
percent of the capital invested in the Canadian pulp and 
paper industry is foreign-owned, 51 percent of which is 


from the United erates on 


Approximately 50 to 55 percent 
of the aeeebs of the industry are controlled by Canadians. ’° 
Most of the foreign-owned mills in Canada Sepa Solike or 
newsprint with few venturing into fine paper and paperboard 
operations. American investors favoured hevepeint and pulp 
production facilities because there has been insufficient 
wood and plant capacity in the U.S. to satisfy that nation's 
demand for these products. Moreover, there were no tariffs 
on pulp and newsprint imports into the United States. Con- 
sequently, foreign owners account for 60 percent of the 
newsprint manufacturing capacity for all Catlada. 

Table III-29 lists the mills in Ontario which are 
foreign-owned. It is clear that these facilities are primarily 


engaged in the production of pulp and newsprint. About 45% of 


the Kraft pulp capacity and 47% of the newsprint capacity 


ae Kates, Peat, Marwick & Co. Foreign Ownership and Forest— 


Based Industries for the Select Committee on Economic 
and Cultural Nationalism of the Ontario Legislative 
Assembly (Toronto: J.C. Thatcher, Queen's Printer for 
Ontario, October 26, 1973). 


ey Ibid, page 40. 
Lt Ibid, page 41. 
1 
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in the Province are owned by foreign-based firms. Approx- 
imately 38 percent of the paper and paperboard production 
capacity (excluding newsprint) are also foreign-owned. 

There seems to be a potential for even more 
foreign penetration of this industry. Japanese and European 
interests are reportedly examining the feasibility of new 
pulp mills in B.C. and the Maritimes. On the other hence 
some foreign-owned mills have been purchased by provincial 
governments after financial difficulties have been encountered 
by the original owners. '* This option is certainly open to 
the Ontario government but has never been exercised. 

The study of foreign ownership in the pulp and 
paper industry involved interviewing a sample of pulp and 
paper firms to determine whether there were differences in 
behavior between foreign-owned and Canadian-owned companies 
concerning the following issues: husbandry of forest 
resources, air and water pollution, research and development, 
large scale reduction in labor force and wages and benefits. 
Unfortunately, the sample was too small to draw statistically 


meaningful conclusions. However, with respect to those firms 


fs The most important examples are Churchill Forest 


Industries in Manitoba, Labrador Linerboard in 
Newfoundland; and Columbia Cellulose and Crown 
Zellerbach's plant in Ocean Falls, British Columbia. 
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that were interviewed, there seems to be little difference 
in the attitude and behaviour toward environmental matters 
between foreign and Canadian companies. If anything, foreign- 
owned firms seemed to be more conscious and responsible 
concerning such areas as environmental and labour relations. 
It seems that the primary effect of ownership is 
that publisher-controlled firms held up better during the 
general market declines of the late 1960's and recovered 
faster than other firme. 3 This is to be expected since 
publishers are likely to purchase less newsprint on the open 
market and utilize the production of their own subsidiaries. 


COMPETITIVE COST POSITION OF THE ONTARIO PULP AND 
PAPER INDUSTRY 


A hes Introduction 
According to the Canadian Pulp and Paper Association, 
transportation costs and taxation are the two cost components 
which most seriously affect the competitive advantage of 
Canadian mills with respect to export markets.) These 
costs are claimed to be higher in Canada than in competing 
producing areas such as the United States and Scandinavia. 


The CPPA further contends that added environmental costs 


are beginning to burden the indgete The industry has 


ae Canadian Pulp and Paper Association; Industry Review 
and Recommendations (Montreal: CPPA, December 6, 
Ein gs Pg ett ba 

74 
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also claimed that new mills which have been built with the 

aid of federal or provincial regional development programs, 
have contributed to an excess production capacity situation 
during periods of slack demand 

Mills in Ontario and Quebec are said to be further 
burdened by higher wood, labour and environmental costs than 
are pulp and paper operations elsewhere in Canada. A number 
of studies comparing costs in Ontario, Quebec, British Columbia, 
the southeastern United States and the Scandinavian countries 
have been Ee tied It is fair to conclude that the relative 
cost advantages differ from region to region and tend to off- 
set each other. 

For example, labour costs in Gcandinavia are below 
that of Canada but wood costs are substantially higher. Wood 
costs in the southern United States have been generally lower 
than in eastern Canada but are rising more 5 Ss Wika 
Western Canada has lower wood costs but substantially 


higher wage rates than Ontario. 


dia tered 


76 CPPA, Op. cit. December 6, 1971; Private Planning 


Association of Canada, The Competitive Position of 
the Eastern Canadian Pulp and Paper Industr 
(Montreal: CPPPQ, January 1972); R.A. Daly & Co. 
Ltd., Research Dept., The Canadian Forest Products 


Industry - Equity Memo (Toronto: R.A. Daly & CO., 
January 1969). 


ie W.E. Haviland, N.S. Takascy and E.M. Cape, Op. Chtsy 


1968. 
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The CPPA and others have proposed policy changes 
which are intended to make the pulp and paper industry in 


Ae The policy areas 


Canada more efficient and profitable. 
mentioned include taxes, freight rates, tariff and trade, 
labour costs, forest management and pollution control. It 
is also suggested that anti-combines legislation might be 
waived to allow joint ownership of larger, more efficient 
production facilities. This is referred to as "restructuring" 
or "rationalization" of the industry. All of the policy 
suggestions are explicitly or implicitly aimed at lowering 
costs at one stage or the other in the production process.” 
The validity or the accuracy of the various cost 
comparisons or the justification of the policy proposals will 
not be debated here. This is not to say that relative costs 
are unimportant to the well-being of the industry or that 
they should not be considered by government. The only point 
at issue is whether pulp and paper companies should be allowed 


to offset cost disadvantages in such factors as wood or labour 


by delaying compliance with pollution control programmes. 


ify CPPA, Industry Review and Recommendations prepared for a 
meeting with Ministers of the Government of Canada 
(Montreal: CPPA, 1971). 

79 


Some policies are implicitly intended to achieve a greater 
degree of market power for newsprint manufacturers located 
in Eastern Canada. Provincial governments have long coope- 
rated with their respective pulp and paper industries in 
efforts to fix prices and secure markets. The latest scheme, 
proposed in 1971-72, was a newsprint marketing consortium 
which would monopolize the sales of Eastern Canadian 
newsprint to the United States. This proposal was shelved 
as soon as the market improved. 
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-Assuming that this policy is not permitted, the issue to 
which this study is directed concerns the extent to which 
pollution abatement costs alone will affect the competitive 
position of Ontario mills relative to producers in the 
United States, Scandinavia and other provinces in Canada. 

Problems and policies concerning labour, wood, 
transportation, taxation and material costs are, in fact, 
more directly the concern of the industry itself and of 
other federal and provincial ministries. 

In order to determine whether environmental policies 
will adversely affect the competitive position of Ontario 
mills, one must compare whether on-going and intended pollu- 
tion control programs of the governments of Canada, Quebec, 
British Columbia, the United States and Scandinavia will 
impose the same general magnitude of costs on their respective 
pulp and paper industries as will those being contemplated 
hor fOntarao. 

The remainder of this section will be devoted to a 
discussion of the estimated economic impacts of environ- 
mental programs in the United States, Sweden and Canada. 

2. The United States 

The 1972 amendments to the United States Water 
Pollution Control Act have specified that all industries, 
including pulp and paper, achieve effluent reduction con- 
sistent with three levels of technology: 

(1) the Best Practicable Control Technology 


Currently Available, to be met by 1977. 
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(2) the Best Available Control Technology 
Economically Achievable to be met by 
1983. 

(3) Zero Discharge to be met by 1985. 

Although these guidelines are not yet mandatory, 
they are highly significant in two respects. First, they 
are probably the most stringent water quality objectives yet 
announced by any government. Secondly, a timetable for 
compliance has been specified, a feature not found in environ- 
mental legislation elsewhere. Air quality legislation requires 
the industry to control air pollution emissions in a similar 
manner. 

Estimates have been made of the financial costs 
which the U.S. paper industry is currently spending £Or 
environmental protection and what it will cost to achieve 
the objectives set by the Water Quality Act. The Best 
Practical Control Technology level of abatement is most 
comparable to the effluent objectives established for 
Ontario mills. 

A.-survey of the current expenditures for 
pollution control by the U.S. pulp and paper industry was 
undertaken by the National Council of the Paper Industry 


for Air and Stream Improvement, Inc. °° According, to this 


ag National Council of the Paper Industry for Air and Stream 


Improvement, Inc. "A Survey of Pulp and Paper Industry 
Environmental Protection Expenditures and Accomplishments —- 
1971", Report No. 7301, January 1973, page 15 
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survey, the actual capital and operating costs of treatment 
and disposal of air, water and solid wastes averaged about 
$2.39 per ton of paper and paperboard production during 1971. 
A breakdown of the actual average costs for each type of 
waste is presented in Table III-30. The survey revealed 
that the actual expenditures for wastewater treatment at 
different mills ranged pan $1.90 to more than $5.00 per 
ton of Seenieee 

It is very difficult to get meaningful expenditure 
figures for Ontario pulp and paper mills which can be used 
for comparisons. According to the Canadian Pulp & Paper 
Association, Ontario mills spent $12.1 million on waste 
treatment facilities and equipment during [O74 ee? On an 


annualized basis, the present value of these capital 


éxpenditures amounted to about $0.40 per ton of ouemeNte 


BL hia: 


e Canadian Pulp and Paper Association, Report on Effluent 


Conditions of the Pulp and Paper Mills in Ontario — 
Resurvey for Year 1971 (Montreal: CPPA, May 1972). 


ae The $0.40 per ton per year was calculated in the follow- 
ing manner. 
Assumptions: (1) 25 year life of equipment = n 
(2) 15% interest rate = 


(3) “Producticn, 11, 197r—" 12600 ton/day 
(4) Annyal debt repayment 
Formula: c(i (iti) ®s((14+i)” - 1) 
where C = total capital cost ($12,138,000) 
Calculations: (1) 12,138,000 x 0.1547 = $1,877, 748.6/year 
annualized capital expenditures. 
(2) 13680 x 345 = 4,719,600 tons per 
year output 
(3) $1,877,748/4,719,600 ton = 
$0.3979/ton 
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AVERAGE ANNUAL COSTS OF ENVIRONMENTAL PROTECTION IN THE UNITED 
STATES PULP AND PAPER INDUSTRY, 1971‘)? - $ PER TON OF PRODUCTION 


Other Operating Fixed” Admin. ., TOTAL 
WATER 705 


External to Process 
Treatment 1.00 


Internal to Process 
Loss Control ~65 ad 


AIR Mee) £09 L053 251 
SOLID WASTES 091 £003 


Payments to Public 
Agencies Seley! a 


PMETE KE] 
ES EAN i Rl a EST A a tease eed ne cael nteae == PEL rae wm 


(1) Annual costs include operating costs and annualized 
amortization, interest and depreciation on capital 
expenditures. These are fixed costs. 


SOURCE: National Council of the Paper Industry for Air 
and Stream Improvement, Inc. A Survey of Pulp 
and Paper Industry Environmental Protection 
Expenditures and Accomplishments - 1971, Report 
No. -OQ1, January pape ° 
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This figure does not include annual operating costs. How- 
ever, it is difficult to conceive of current environmental 
control operating costs exceeding $1.00 per ton of product. 
Cost of achieving the Best Practicable Control 
Technology Currently Available and Zero Discharge abatement 
objectives have been estimated for U.S. mills by Arthur D. 
Little, mies 2" The costs of the best practicable technologies 
were estimated on the basis of activated sludge or aerated 
lagoons. Zero discharge objectives could theoretically be 
achieved by adding a multiple stage flash evaporation, 
filtration and crystalization treatment sequence to the 
activated sludge or lagoon systems. Costs vary widely due 
to differences in mill size, water use and physical features. 
Average cost estimates, therefore, are not very meaningful 
except for purposes of comparison. Estimates of the ranges 
of such costs are perhaps more helpful. Hence, the additional 
costs of meeting the best practicable technology treatment 
level for sulfite mills are estimated to run from $7.40 to 


$19.20 per ton of sulfite pulp and between $4.40 and $11.60 


af Arthur D. Little, Inc. Economic Analysis of Proposed 


Effluent Guidelines - Pulp, Paper and Paperboard 
Industry (Washington, D.C.: U.S. Environmental 
Protection Agency, September 1973), pp. C-6, C-8 
and Appendix C-A. See also "Economic Impact of 


FWPCA Water Effluent Standards and Goals" Paper 
Trade Journal, -April..1, 1974, page, 26. 
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perm tonvof kraft palo ee For newsprint mills, the best 
practicable treatment is expected to cost between $3.00 
and $15.80 per ton of product. °° For the entire paper and 
paperboard industry, the Best Practicable Control Technology 
was estimated to require $925.6 million in capital investment 
and $4.40 per ton in additional operating Cosee! Cost 
estimates of treatment and chemical recovery systems for 
sulfite mills are summarized separately in Table III-3l. 
As stated previously, this level of treatment would yield 
effluent roughly equivalent to the objectives set for 
Ontario mills by this Ministry. 

By way of rough comparison, the CPPA estimated 
that it would require about $685 million in capital 


expenditures to achieve federal water pollution control 


regulations for the whole Canadian pulp and paper tadecteva: © 


ae "Economic Impact of FWPCA Water Effluent Standards 
and Goals", Paper Trade Journal, April l,, 1974, page 36. 
86 


Ibid 
Bd "Cost of Achieving EPA's BPCTCA and Zero Discharge", 


Paper Trade Journal, Apri 415,27 1974. 


aa CPPA, Environmental Control and _ the Pulp and Paper 


Industry of Canada, a Submission to the Government 
of Canada (Montreal: Canadian Pulp and Paper 


Association, December 17, 1971), page 4. 
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TABLE VELi~ 3. 


SULFITE PULP WASTE LIQUOR TREATMENT AND CHEMICAL RECOVERY 
CAPITAL AND OPERATING COST RANGES (1) 


Pulp Fixed Capital (2) 
Yield Investment Operating Cost 
Cooking (3) ($000/Ton/Day) ($ per Ton Output) 
Liquor Mill Capacity Mill Capacity 
Base 100. T/dayv’ 00st sday 100 T/day 700 T/day 
Scadum' >? 48 3 7 T6270 8.80 
he 8 4 el, aan 4.80 
Ammonia 44 a5 2) PFS 0 0.50 
ae 24 LS eo 0 3, 00 
Magnesium 47 43 20 8.410 (g.10) 4? 
60 36 ab a. 0 oO 


(1) Mid-1971 Capital and Operating Costs 
(2) Includes depreciation and interest 
(3) Na2Soq4 by-product 

(4) Credit 


SOURCE: Arthur D. Little, Inc. Economic Analysis of Proposed 
Effluent Guidelines: Pulp, Paper and Paperboard Industry 
(Washington, D-C.* U.S. Environmental Protection Agency, 
September 1973), p. c-8. 


- 218 ae 


This amounts to about $2.42 per ton of output. Operating 
costs could add as much as $2.50 per ton of product to the 
cost of paper for a total of about $4.92 per tones Given 
the ‘margin for error in all, of these estimates, it does not 
appear that the burden of environmental costs will be 
substantially different between the U.S. and Canadian 

pulp and paper industries. 

Implementation of the Best Practicable Control 
Technology is not expected to have a serious impact in the 
competitive position of U.S. paper makers with respect to 
export panic we tas Enforcement of the Best Available Control 
Tecknotecy or Zero Discharge abatement levels is expected 
to make U.S. sulfite pulp and paper products less competitive 
on the world market, particularly with respect to Canadian 
producers. ?+ 

According to analyses of the impacts of these 
costs made by Arthur D. Little, Inc., the product groups 
most affected by the increased environmental costs in terms 
of mill closures are sulfite and semi-chemical pulps, tissue 


paper, printing and writing paper, special industrial papers 


og Ibid, page 5 
20 Arthur D. Little, Inc., Op. cit., September 1973, page B-13 
91 


"Economic Impact of FWPCA Water Effluent Standards and 
Goals", Paper Trade Journal, April 1, 1974, page 38 
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and combination bapetboard! = The firms likely to be 


hardest hit are the unintegrated specialized paper and 
board mills which are not hooked up to municipal sewers. 
All but about four of the mills in Ontario are integrated 
pulp and paper mills producing either newsprint or a wide 
variety of paper or board products. 
3. Sweden 

Sweden is the Atlantic community's third largest 
pulp producer as well as the third largest exporter of pulp 
and paper products. In 1971, pulp and paper accounted for 
about 8 percent of Sweden's total export earnings. Pulp 
and paper, therefore, occupies a position in Sweden's 
economy similar to that in Ontario. 

Sweden has made a commitment to environmental 
quality in the form of its Environmental Protection Act 
of 1969. Under the Act, present or potential pollutors 
are required to obtain a permit or an "exemption" which 
sets the conditions for carrying on polluting activities. 
Standards are established in the permit or the exemption. 
The Act did allow existing plants belonging to major 


exporting industries such as pulp and paper a five-year 


o U.S. Environmental Protection Agency, Economic Analysis 


of Proposed Effluent Guidelines - Pulp and Paper and 
Paperboard Industry. (Washington, D.C.: EPA, 
September 1973), page B-7. 
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transition period in which to meet the standards set by the 
regulating agencies. New facilities are required to meet 
all restrictions. 

Forest industries in Sweden, along with iron and 
steel, will have to spend the most to install adequate 
pollution control in existing plants. Between 1969 and 
1973, the Swedish pulp and paper industry invested more 
than 660 million Swedish Krona or about $146 million on 
water and air pollution control in older ries thar 

The Organization for European Cooperation and 
Development estimated that, by 1975, pollution control costs 
in BY suet will come to about 3 percent of the average price 
of pulp and paper produdeae By this time, pollution 
control costs in Canada are expected to amount to about 
2.9 percent of the average prices of paper Bncawaee ; 2 

The Swedish Environmental Protection Act also 
provided for subsidies for certain existing industrial 
plants over the five-year transition period (1969-74). 


Since over half of Sweden's industrial output was exported, 


the government obligated itself to ensuring that implementation 


ae Lennart J. Lundqvist, Environmental Policy of Sweden 
in relation to the "Guiding Principles". Preparatory 
meeting of Experts in Stockholm, October 29 to October 31, 
1972 (mimeo) Paris: Organization for Economic Co- 
operation and Development, October 4, 1973, pp. 19, 20. 

he Arthur D. Little, Inc. op. cit. September 19G3, up. vVoLrd 
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of the Environmental Protection Act did not adversely affect 
the international competitiveness of the primary export 
industries such as pulp and paper. Grants were given only 
to establishments in operation prior to 1969 and generally 
amounted to 25 percent of the environmental investment. 
The proportion of government support could go as high as 
75 percent. During the years 1969 to 1973, the government 
subsidies accounted for 38 percent of the total environmental 
investments made by the pulp and paper fodudtes ee 

The subsidies have expired and it is expected that 
the long run costs for environmental protection which will 
have to be borne by the Swedish pulp and paper industry will 
be equivalent to those in Ontario. 

4. Canada 

Of particular concern is Ontario's competitive 
position vis-a-vis other pulp and paper producing provinces, 
especially British Columbia and Quebec. B.C. market pulp 
does compete to a certain extent in markets supplied by 
Ontario mills. However, the British Columbia government 
is preparing air and water effluent guidelines for the 
pulp and paper industry which will require virtually complete 


abatement of air and water pollution from this industry. 


de Lennarted sehundqvist;irope, Clb ajyeL9 3,,7P 720 
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The cost burdens will be necessarily less to pulp and paper 
mills in B.C. because most are relatively new and are 
designed to reduce waste effluent through recycling, 
materials recovery and increased productivity. 

Mills in Quebec are, like those in Ontario, old 
and extremely expensive to clean up. While Quebec may have 
less stringent environmental standards than Ontario, it is 
not altogether accurate to refer to the province as a 
pollution haven. The Quebec Water Board has published 
directives for reducing air and water pollution from the 
industry and has established effluent ebqeetives: >| 

The pulp and paper industry is even more important 
economically to Quebec than it is to Ontario so that pollution 
abatement enforcement has been proportionately restrained. 
It does not appear, however, that Quebec mills will gain a 
significant cost advantage over Ontario mills only as a 
result of environmental policies. Differences in labour and 
wood costs are more important determinants of cost advantages. 

Furthermore, based on the statements and documen- 
tation of the industry, the availability of wood resources 


rather than environmental restrictions, is an over-riding 


a7 Fikret Berkes, Bruce Ott, Michael J.A. Butler and 


William A..Ross, eds.» Environmental.Aspects of the 


Pulp and Paper Industry inaQuebec , »2nd? Ed. u(Montreals 
MeGilioUnaversity, 1972), pp. 30-55. 
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factor in mill location at present. A mill must have an 
assured supply of the correct wood species at a specific 
location before it can pack up and move to a new site. 

Federal water pollution control regulations for 
pulp and paper mills have been published (see Section 1 of 
Appendix C). While the Federal Government has, to date, 
left the enforcement of air and water pollution control 
to the provinces (see Chapter II),it does have the authority 
to impose its regulations on pulp and paper mills that 
pollute rivers, lakes or ocean waters which support fish 
life.,..As- withytheaprovinces;iitijis»unbikely.,that the 
Federal Government will close any of the old, polluting 
mills, However, it is equally unlikely that Federal | 
authorities will permit the construction or expansion of 
a mill that does not meet its regulations. 

It is clear that the pulp and paper industries 
in both the United States and Sweden face tough anti- 
pollution requirements and substantial costs, especially 
in their older establishments. Other provinces and the 
Federal Government in Canada have also made a commitment 
to environmental improvement in this industry. While the 
short-run costs and incidence of adjustments differ in 
each country, all will eventually have to bear the long 


run costs of environmental protection.: In fact, those 
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who complete their abatement programs first are likely to 
gain a distinct competitive advantage over those mills 
who delay as the costs of installing the control measures 
continue to rise. 

G. COMPETITION IN THE PULP AND PAPER INDUSTRY 

The degree of competition in the industry will 
have an important bearing on the impacts which pollution 
control costs will have on prices and the level of output. 

A brief discussion of the competitive characteristics of the 
pulp and paper industry in Canada and the United States is, 
therefore, presented in this section. 

The competitive structure of the pulp and paper 
industry in Canada and the United States can be classified 
as an oligopoly. No one firm controls any of the relevant 
markets but the actions of a single company can affect the 
policies of other firms. The various structural character- 
istics which result in this particular competitive structure 
include the inelastic and cyclical demand for paper products; 
the high ratios of fixed to variable costs, economies of scale 
and high capital barriers to entry; and an elastic supply 
when excess capacity exists with an inelastic supply under 
equilibrium or excess demand circumstances. 

As a result of these characteristics, price and 
production policies of pulp and paper manufacturers in both 
the United States and Canada have often been directed to- 
ward reducing price competition. The newsprint sector has 


been most active in this respect. A number of newsprint 
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producer organizations have been formed in the past with the 
purpose of stabilizing prices and insuring "orderly" markets. 
Those organizations established in Canada often had the bless- 
ing and help of the governments of Quebec and Ontario. The 
newsprint marketing consortoriums proposed during the latest 
market slump (1970-1972) for eastern Canadian newsprint 
manufacturers is only the latest in the long history of 
government - industry schemes to limit price competition. 

With respect to newsprint, these efforts have consistantly 
failed for several reasons. 

First, newsprint customers are large and organized 
and have been eNews in countering collusive arrangements 
through bargaining, acquisition of their own paper mills 
and the enforcement of anti-combines legislation. Secondly, 
profitability depends on the extent to which plant capacity 
is utilized. During weak markets, firms find it difficult 
to resist the temptations to break away from cartel agree- 
ments and try to increase sales, operating ratios and 
profits by discounting prices. During strong markets and 
no excess capacity there is little incentive to establish 
a cartel in order to operate at profitable levels. The 
performance of the newsprint market appears to be competitive 
over the long run despite the attempts to restrict a 
competition by manufacturers and provincial governments. 


There has been a measure of success at maintaining price 
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stability in newsprint markets but at the expense of fluc- 
tuating production levels, operating ratios and profits. 
These characteristics are illustrated in Figures III-9, 
Pit=20 ana ifi-ll. 

The methods of limiting price competition which 
paper companies have used or are now using include price 
leadership, base-point pricing, uniform plans and trade 
associations. Fine papers and tissue paper manufacturers 
are in a particularly favourable position to curtail price 
competition for their products here in Canada. These markets 
are concentrated on the supply side while buyers are small 
and many. Prices have been generally stable and growing 
steadily for years. (Note Figures III-12 and III-13). 
Canadian producers are also protected by tariffs although 
recent multi-lateral tariff reductions have appeared to 
stimulate Canadian export demand for fine papers. 

While Canadian consumers do Boe appear to have been 
exploited by paper manufacturers, certain sectors of the 
industry have a history of working to gain market power, 
restrict price competition and stabilize markets. Toa 
certain extent, the newsprint, fine papers and tissue paper 
sectors have been successful at gaining some market power. 
However, tariff reductions, market growth and the propensity 
for individual firms to periodically diverge from production 
or price agreements when the market suffers recessions, have 
all acted to offset these efforts at market control. 


The data shows, however, a consistent pattern of stable 
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or rising prices for these particular products. The 
conclusion is that the fine paper, wrapping paper, tissue 
paper and, to a limited extent, the newsprint sectors of 
this industry have enough market power to prevent cyclic 
movements of prices. It is likely, therefore, that 
cost increases resulting from pollution abatement in these 
product sectors can be passed on to customers over the 
long run with impunity. 
His PROFITABILITY 
1. Introduction 

The pulp and paper industry has consistently 
maintained that the cost burden of curtailing and treating 
waste effluents produced by their mills will seriously 
weaken many companies, even if they are provided with 
reasonable time in which to implement programs. Claiming 
financial distress, paper companies have delayed or refused 
outright to spend the money needed to abate we and water 
pollution in their mills. The Ministry of the Environment 
has been reluctant to prosecute mills under the Ontario 
Water Resources Act for fear of precipitating closures or 
lay-offs. Ministry regulatory officials are thus forced to 
negotiate and to bargain with each mill in order to get them 
to agree to control programs. However, mills have been 
able to delay implementation of programs by claiming that 
they could not afford the additional expense, that they had 
no funds available for pollution control or that they needed 
additional time for more study. 


In one approach to the problem, it was thought 
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that knowledge of the profitability condition of each mill 
would enable the Ministry to estimate how aecvapat particular 
mill can afford to spend on pollution abatement. Regula- 
tory officials could then go ahead with prosecutions if a 
mill, which could otherwise afford compliance, balked at 
implementing Ministry-approved abatement programmes. 

However, knowledge of each mill's up-to-date 
financial Baer is not likely to facilitate the Ministry's 
efforts at pollution abatement in the pulp and paper industry 
for three reasons. First, such knowledge in itself does not 
constitute an incentive for the firm to alter its behaviour. 
Secondly, firms have their own ideas and obligations con- 
cerning the disposition of their profits, whether or not the 
government knows exactly how much these profits are. The 
government is still faced with the problem of inducing firms 
to spend the money on pollution control. Eindiiy;y Dror2ts 
are not the only measure nor are they the best measure oF a 
firm's ability to afford pollution control costs. The key 
to the whole process is bs provide an economic incentive 
that will move the firms to action. 

While knowledge of each mill's financial situation 
might not be an effective pollution abatement policy instru= 
ment, such information is useful in evaluating the incidence 
and the magnitude of the economic impacts of environmental po- 


licy alternatives on the industry. Accordingly, an analysis of 
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profitability at the industry, company and mill levels will 
be undertaken in this section. The analysis will also help 
to identify those mills which might close under different 
environmental policies. It is hoped that the information 
developed in this analysis will provide an added perspective 
and background for those Ministry officers who must evaluate 
the claims and the representations of individual companies 
and industry spokesmen. 

24 Data Limitations 

A detailed record of the costs and revenues of 

individual mills is collected each year by Statistics Canada 
as part of the Annual Industrial Census. These data include 
costs of energy, fuels, materials, production management, labour 
and services as well as the value of shipments and services 
performed. Depreciation, interest and other fixed charges 
are not recorded, so that only variable cost data are, in 
fact, available. Unfortunately, the Canada Statistical Act 
provides that data for an individual establishment is 
confidential unless the owner gives permission for its 
release. Officials of the Ontario Statistical Centre (TEIGA) 
were very reluctant to ask for releases because they thought 
it would give firms grounds to refuse providing data for 
future censuses. The data could, therefore, only be released 
in aggregated form so as to avoid disclosure of establishment 


figures. 
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Another limitation concerning the Industrial 
Census is that the data is at least two years out of date 
by the time the forms have been processed and the reports 
printed. The latest data available for this analysis was 
Lore 197.1% 

Production data for individual mills are available 
from various sources, notably Lockwood's Directory and 
engineering consultants' reports filed with the Ministry 
of the Environment. The Canadian Pulp and Paper Association 
collects some production, cost and capacity data from its 
member firms. Prices indices for pulp and paper products 
are available from Statistics Canada while actual price 
data must be gleaned from trade journals, newspapers and 
aldaty price lists. 

Information concerning the financial strength of 
individual firms was obtained from the annual reports of 
the companies and from Dunn and Bradstreet, Ltd. These data 
are limited, however, to the extent that U.S. companies do 
not disaggregate their Ontario, or even their Canadian, 
operations from their combined financial statement. More- 
over, these sources provide no information concerning the 
financial condition of individual mills. 

oa Procedure 
The profit picture for the aggregate pulp and 


paper industry and for the firms which own mills in Ontario 
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will be described first. This information is available from 
published sources. 

The profitability of individual mills will be 
examined in the following manner. Industrial Census cost 
and revenue data for individual establishments are confiden- 
tial so aggregated data for five different categories of 
mills were obtained. The data consisted of the actual costs 
and revenues incurred by the mills during 1971, the latest 
year for which data was available. Costs and revenues for 
individual mills were estimated from this data on a per ton 
basis. Costs were updated by the average percent increase 
in various cost components from 1971 to 1974. Current prices 
constitute the average revenue for each paper product. The 
ratio of depreciation and interest charges to total variable 
costs was calculated for each paper company from data in their 
annual reports. Fixed costs were then estimated as a percent 
of the variable costs of each mill. 

4, Profitability of the Pulp and Paper Industry 

There are several ways of measuring the profit- 
ability of jabiiemid s"Gross) profits) or "earnings" are the 
surplus of revenues over the sum of variable costs (labour, 
materials, fuel, etc.) and fixed costs (depreciation and 
interest). Deduction of income taxes yields net profits. 
Cash flow, i.e., the sum of net profits plus depreciation 


and depletion allowances,is a relevant measure of profitability 
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because it defines the amount of funds which the firm has 

at its disposal each year. Extraordinary or non-recurring 
income or losses are excluded from profit figures since it 

is the profitability of the pulp and paper manufacturing 
operations of the industry or firm which is of concern here. 
Changing accounting practices and different rates of 

capacity utilization over the years tend to distort comparisons 
of reported profit rates over time. Hence, this analysis 

will be confined to profit data of the past five years. 

Net (after-tax) profits and cash flows for the 
principle pulp and paper companies operating in eastern 
Canada are presented in Table III-32. These data are derived 
from the annual reports of the respective companies. Data 
concerning the Ontario operations of these firms are not 
available. 

In order to compare the profitability of different 
firms over time, profits are expressed as ratios. om rates 
of return. Table III-33 shows the ratios of after-tax profits 
but excluding extraordinary income to the capital employed 
for the two primary segments of the Canadian pulp and paper 
industry and for selected firms with mills in Ontario. The 
profit per dollar of capital employed is a measure of the 
return on investment and is an indication of long term 
profitability. Table III-34 presents the profit per dollar 


of sales for the same firms and industry segments. This 


aS 
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PROFITS OF PULP AND PAPER COMPANIES 


IN CANADA 
Net 
Profits Tota) yeu Net 
excluding Cash and Paper Profit 
extra-ordinary Flow Production per 
items Total< ifon year ton 
Fe ge eee en eee Phen ne NS NS Se ee 
COMPANY en EPS AO (Sod) Mewh Bedes FI000S TORS kee 
Canadian Companies with 
no Mills in Ontario 
B.C. Forest, Products 
1970 130 
NB ya 5,455 N/A N/A N/A 
VOT iO) 2S 
Consolidated Bathurst 
1970 589 
1971 443 N/A N/A N/A 
1972 6,497 
MacMillan Bloedel 
1970 17,400 
1971 227000 N/A N/A N/A 
LO72 357.00 
Price Co. 
1970 3, S30 
LOq. Ea2eo N/A N/A N/A 
1972 6,664: 
Rolland Paper Co. - 422 (loss) 
150 N/A N/A N/A 
309 


Continued... 
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TABLE III-32 (CONTINUED) 


Net 
Profits Total Pulp Net 
Excluding Cash and Paper Profit 
Extra-Ordinary Flow Production per 
Items Total for Year ton 
COMPANY | ($000) (000 Tons)  ($/Ton) 
Canadian Companies with 
Shirts in Ontar to 
/Nobmoni enh 
1970 5 082 207,000 1,409.5 Be 7 
las’ 8 « AV23 20,800 1,498.9 POTS 
1972 Sy 5L6 25,100 1,348.7 631 
Bouter: 
1970 174600 42,800 1,491.4 Tao] 
11,440 
1971 16-500 41000 143350 4.76 
(8,825) 
L972 17,468 49,600 jmae kets) 8.06 
(11/354) 
Great Lakes Paper 
1970 4,345 9,960 51948 8.36 
1971 3 p2o7 9,700 506.6 6.39 
1972 1,608 8,500 504.8 pr Wee 
Anglo-Canadian iproden). (7 
1970 2,413 8,100 -- -- 
Ogi: 3: PrS TetoO S17 2 259 
1972 2556 8,100 858.0 2.98 


(1) About 65 percent of Domtar's sales is pulp and paper products. 
It is assumed that 65 percent of the profits are also derived 
from pulp and paper. The 65 percent figures given in brackets 
were used to calculate the net profit per ton of output. 


(2) Dryden pulp and paper company accounts for about 43 percent 
of Anglo-Canadian's total sales. Pulp and paper products 
constitute about 95 percent of Anglo-Canadian's total sales. 
The full amount of earnings is, therefore, used to calculate 
DLOLit wer, Com. 
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TABLE III-32 (CONTINUED) 


Net 
Profits Total Pulp Net 
Excluding Cash and Paper Profit 
Extra-Ordinary Flow Production per 
Items Total Tore vear ton 
COMPANY ($000) (OOO Tons) ($/Ton) 
U.S. Companies with 
Mills in Ontario 
International paper? 
1970 82,000 132,000 6,968 Graba 
(42,640) 
197% 69,000 151,000 8,677 4.14 
(35,880) 
1972 103:;,000 201,000 Views) 7245 
(53% 960) 
1973 160,000 264,000 gms by: Mb 69 
(83,200) 
American Can 
1970 65,893 138,600 N/A N/A 
1971 50 435 1237-200 N/A N/A 
1972 55 £261. 130,0007(." N/A N/A 
Kimberly-Clark Ltd. 
1970 36 so uS 78,800 N/A N/A 
1971 31,688 75,000 N/A N/A 
1972 55 :000 95,300 N/A N/A 


(3) 52 percent of International Paper's sales are derived from 
pulp and paper products. Estimated contribution of pulp 
and paper to total earnings are presented in brackets. These 
figures were then used to determine the profit per ton. 


SOURCES: Canadian Companies with no mills in Ontario: "Profits 
after Taxes; Pulp and Paper Companies", (mimeo) Canadian 
Pulp and Paper Association, August 24, 1973. 
All other firms listed- Annual Reports of the respective 
Company. 
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TABLE IL1I=33 


RATIO: OF PROP Pio -APYTER TAXES TOYCAPTTAL -EMPLOYED 
FOR FIRMS WITH MILLS IN ontario ‘1) 


(per cent) 


LG 1970 eO7 1 O72 Eo 3 


Total Manufacturing in 


Canada Sys) 4.6 
Canadian Pulp and Paper Industry ‘~’ 

Pulp and Paper Mills 3.4 Diets 

Goi) ea Ea) 

Boxes and Bags Cow 5. 6 


(1320) 6 (1akw2) 
(2) 


Canadian Companies 


Abitibi 3.6 1.68 1.4 2.4 
Domtar 30 BaF) 24 ant0) 
Great Lakes Paper ony 635 4.4 Orel 
Anglo-Canadian (Dryden) 215 256 
George Weston 4.7 4.8 Sn S55 3, 
(E.B. Eddy) 
Wale Companies ‘~) 
International Paper 4.6 Tees! cs Wal) 3 ee 
American Can Sieg 4.5 
Kimberly-Clark 4.6 4.0 6.8 


(1) Capital employed is equal to the total liabilities and 
equity minus total current liabilities. 

(2) Profit data is net profits before extra-ordinary income 
or losses. ‘she figures in brackets indicate the rate of 
return after extra-ordinary items are included. 


SOURCES: Statistics Canada, Corporation Financial Statistics, 
1970 Catalogue 61-207 (Annual) (Ottawa: Statistics Canada, 


1973), p.p. 81-82, 103. Annual Reports of specified companies. 
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TABLE ¢LFi=3'4 


RATIO OF PROFITS AFTER TAXES TO SALES 
FOR FIRMS WITH MILLS IN ONTARIO 


(per cent) 


1969 LOO DSi LOZ aE Ie ae} 


Total Manufacturing 
in Canada Cy) Su 


Canadian Pulp and Paper Industry 
Pulp and Paper Mills 


4.8 3.4 
Boxes and Bags 253 320 
Canadian Companies 
Abitibi 4.2 Li sire Popes 
Domtar 3. 6 Va, 13 2.4 5 egih? 
Great Lakes Paper 6.2 53 SORE.) 220 
Anglo-Canadian (1) 
(Dryden) PA Die ows 
George Weston (1) 
(E.B. Eddy) Ay 126 Lo 2.6 Paso) & 
U.S. Companies 
International 
Paper oo 4.4 aa 4.9 6.9 
American Can Sieh Be 2«0 2e7 3.9!) 
Kimberly-Clark oy 4.4 3.4 2 bis 


(1) Based in first 9 months of year. 


SOURCES: Statistics Canada, Corporation Financial 

Statistics, 1970 Catalogue 61-207 (Annual) (Ottawa: Statistics 
Canada, 1973), p.p. 81-82, 103; Annual Reports of Specified 
Companies. 
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ratio is an indication of the firm's current profitability. 
The return on capital is the more significant of the two 
measures with respect to a firm's long range planning. 
Table III-35 lists the cash flow as apercent of capital 
employed. This ratio expresses actual amount of income 
not committed to wages or materials which is generated per 
dollar of invested capital. Cash flow is more indicative of 
the amount of money a firm has available for investment than 
SRS) eal ey aah wipe 

The data in.Tables 1I1I-3@sand91ii-3'4> indicate: that 
for the years 1969 and 1970, the rates of return for pulp and 
paper mills and for bag and box converters are somewhat lower 
than the average for all manufacturing in Canada. This is a 
consequence of the period of recession which the pulp and 
paper. industry has gone through over the past four years. 
Canadian firms appear to have felt this recession somewhat 
more severely than their American counterparts who, besides 
being larger, are decidedly more diversified. Indeed, the 
concern over falling profits in 1971 prompted one securities 
analyst to recommend that investors divest themselves of 
eastern Canadian paper company stocks as Abitibi, Domtar 


and Consolidated Bathur ett Most firms have, however, 


7 Ross Hay-Roe "The Eastern Canadian Newsprint industry”; 


Mills, Spence and Co. stds }qAprids 205149745 
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TABLE VELIT25 


RATIO OF CASH FLOW TO CAPITAL EMPLOYED 
___FOR FIRMS WITH MILLS IN ONTARIO (?) 


(per cent) 


1969 L970 VRS de LOZ ge yr: 


a 


Total Manufacturing 
in Canada 929 Dod 


Canadian Pulp and Paper Industry 
Pulp and Paper 


Soa Dek Ge 
Boxes and Bags | EAS INS BAS 
Canadian Companies 
Abitibi ews a 6.05 6.0% Meee 
Domtar Sheet) 9.10 SARS LO 696 
Great Lakes L2-.65 12.97 BSALl BLES 
Paper : 
Anglo-Canadian 2d Al 22.06 20.21 Eo cae 
(Dryden) 
U.S. Companies 
International 1 PAS: Ee46 S'2.36 i WA BP i) a ORE EY fn 
Paper 
American Can 10.96 BES oS 9.63 10.66 
Kimberley-Clark 11.26 9455 9.48 11.69 


(1) Cash Flow is equal to the sum of profits (after taxes) 
plus depreciation and depletion. 


SOURCES: Statistics Canada, Corporation Financial Statistics, 
1970 Catalogue 61-207 (Annual) (Ottawa: Statistics Canada, 


1973), p-p. 81-82, 103; Annual Reports of Specified companies. 
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exhibited improvements in their profit performances during 
1972 and 1973. The profit data for U.S. firms are those of 
the parent company and do not necessarily reflect the profit- 
ability of their Canadian subsidiaries. 

Industrial Census data on the costs and revenues 
incurred in 1971 were obtained for five product categories. 
The mills included in each of these product categories are 
listed in Table III-36 along with capacity, production, pulp 
wood consumption and employment data for each establishment. 
The actual data are summarized in Table III-37. The 
Industrial Census collects only variable costs: fuel, wood, 
materials, services, wages and salaries. Fixed costs such 
as depreciation, interest and other financial costs are not 
recorded in the Industrial Census. The cost data from the 
Industrial Census had to be adjusted by calculating fixed 
costs as a percent of variable costs from data in the Annual 
Reports of each company. The average of this percentage is 
currently about 10 percent. This inuke will be used although 
it is likely that many of the older mills would be almost 
fully depreciated and would have substantially lower debt 
payments than would newer mills. 

The next step is to up-date these costs and 
revenues. Costs are handled in the following manner. 

Table III-38 shows the changes that have taken place in 


several cost components from 1971 through to mid 1974. 
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TABLE IT1=38 


CHANGES IN COST COMPONENTS FOR 


THE PULP AND PAPER INDUSTRY, 1971-1974 
Percent 
Annual Index Latest Change 
(1961=100) Date VO = 
Component LOS 1 L973 Available Latest Date 
1. Petroleum and Has eS) 132.4 PN oh ok Ws Varina 44 
Coal bia’ cea 
2. Diesel Fuel L19°..0 143.4 April '74 52 
bya ERS) 
3c leendusteiad 2 pone BO 50i5 Ror ivi La. 7 
Chemicals Zoe 
4. Forestry 1097.3 Le March '74 16 
Machinery V2 Sahl 
(1968=100) 
5. Wages and BGO. 1 Oo ben. so 24 
Salaries 206.85 
(Paper and 
Allied 
Products) 
Average 
weekly wages 
Average hourly S200 Dec. '73 25 
wages ENS 
SOURCE: Statistics Canada, Canadian Statistical Review 


(Ottawa, Statistics Canada (monthly)). 
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These cost components have increased by an average of about 
30 percent. Therefore, the data recorded for 1971 were 
augmented by 30 percent to account for inflation. 

Revenues were up-dated in the following manner. For homo- 
geneous products such as newsprint or kraft market pulp, the 
current price is representative of the average revenue now 
being received by the mill. These prices are presented in 
Table III-39. Fine papers, paperboard and tissues are, how- 
ever, produced in many different grades with no single price 
representing the product group. The industrial selling price 
indexes indicate how much the average prices of these product 
groups have risen between 1971 and the present. For each of 
these product groups, the average per ton value of shipments \ 
was increased by the percentage rise in the selling price index 
which has occurred since 1971. The estimated average revenue 
figures are included in Table III-39. 

The costs, revenues and the gross profits per ton 
for 1971 and 1974 for each product category are shown in 
Table III-40. The information in this Table reveal two 
important facts. First, even when a relatively high estimate 
for fixed costs was added to the actual variable costs in 1971, 
the magnesium base newsprint, fine paper and paperboard mills were 
enjoying a profit margin of $20.00 per ton or more, and 


this was during a period of relative recession. Secondly, 


we oe 


TABLE. IT1I—39 


CURRENT PRICES AND AVERAGE VALUES OF 
VARIOUS PULP AND PAPER PRODUCTS 


Current 
Average PELCe OL 
Value of Percent Estimated 
Shipments Increase Average Value 
1971 1971-1974 (2) 1974 
Product (mpc cr con) In peices index ($ per ton) 
Bleached Kraft . (3) 
Market Plup . 265 
Newsprint 3357) 
Fine and Bond 
Papers 320 8 360 
Wrapping and 
Packaging 255 8 229 
Tissue and 
Sanitary Papers 245 7 299 


a 


(1) Statistics Canada, Pulp and Paper Mills, 1971 (Ottawa: 
Statistics Canada, 1973), page 12. 


Statistics Canada, Prices and Price Indexes (monthly) 
(Ottawa: Statistics Canada) 


(2) 


(3) 


Contract prices, summer 1974. 
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even if an error of as much as 30 percent is admitted in the 
cost and revenue adjustments for 1974, it is clear that 
substantial increases in the profit per ton for all categories 
except paperboard have been achieved by Ontario mills: 

The costs and revenue data were apportioned to 
each mill on the basis of production, pulp wood use and WAsE 
employment (see Table III-36 for data).°°The cost estimates 
for 1971 were computed on a per ton basis and escalated by 
the 30 percent inflation factor. Current average revenue 
figures were taken from Table III-39. The estimated total 
ee revenues and profit margin per ton for each mill thor 
which Industrial Census data was provided in an aggregated 
form are summarized in Table III-4l. 

These figures are presented with several qualitica- 
tions. First, the prices and average revenue figures reflect 
recent price rises and have been in effect for only a few 
months. The actual average revenue received by a mill over 
1974 might well be lower or higher, whichever way prices move. 
Secondly, the figures are gross estimates and should be 
regarded only as indicators of the relative orders of 
magnitude of costs, revenues and profits for each mill. 

The wide differences in costs and gross profits 
from one mill to another is indicative of the differences 
in size, age and technology inherent in mill. Based on this 


analysis only two mills, Anglo-Canadian at Dryden and Great 


oe 
The procedure used in apportioning the costs and the re- 


venues to each mill is explained in Appendix H. 
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Lakes at Thunder Bay, appear to be high cost operations 

relative to other mills. Moreover, the position of paper- 

board mills appears not to have improved since 1971. The 

rest of the mills represented in Table III-41 seem to be 

making gross profits in excess of $50.00 per ton of product. 
ie Financial Condition of Firms 

While profits are important, they are not the only 
indication a firm's financial strength. A careful review of 
annual reports and Dun and Bradstreet Business Information 
Reports show clearly that all of the pulp and paper companies 
with mills in Ontario are in strong financial positions 
despite recent periods of low profitability. This is true 
also for five smaller mills - Miller Brothers at Glen Miller, 
IKO Industries at Brampton, Strathcona Paper, Beaver Wood. 
Fibre at Thorold and Sunoco Ltd. at Brantford. The credit 
ratings of all of these firms are extremely good and the Dun 
and Bradstreet Reports are all, without exception, highly 
favourable. 

However, having examined annual reports and other 
financial sources for this information, we are no closer to 
determining whether firms will be willing or able to spend 
money for pollution abatement programs as stated at the 
beginning of this section. There is no objective criteria 
for the government to decide how much the firm can “afford” 


for pollution control based on the information available. 
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Such a determination would have to be arrived at by a 
detailed examination of a firm's current books, charter 
and by-laws. Again, even if the Ministry did determine 
that the firm could afford a given amount for waste treat- 
ment, it would still be faced with problems of moving the 
firm to action. The policies to be considered in this 
study are directed to this end. 

Antiquated machinery and mills have been touted 
as being a distinct disadvantage to eastern Canadian pulp 
and paper mills. In one way, older facilities can be an 
advantage. As was pointed out in section H-4, the actual 
fixed costs of many of the mills may be lower than the 
amounts estimated in this study because the mills are 
likely to be fully depreciated and loans will have been 
paid off. With this possibility in mind, capital expendi- 
tures and depreciation for four Canadian firms are presented 
~ in Table IITI-42: All of these companies appear to have been 
investing in capital equipment sufficient to maintain grow- 


ing or fairly steady annual depreciation deductions. 


5 SUMMARY AND CONCLUSIONS 

ile: Economic Characteristics of the Industry 
Three product markets are served by Ontario pulp and 
paper mills: sulfate market pulp, newsprint and tariff-pro- 
tected paper and paperboard products. Analyses of market 
structure, production patterns and price behaviour indicate 
that the international pulp market is very competitive. In- 


dividual firms have little or no effect on prices of this 
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product. Production capacity and output of market kraft 

pulp has been climbing steadily over the past decade 

while prices have moved up and down, adjusting with the shifts 
in demand or large increases in production capacity. 

Eastern Canadian newsprint producers have a 
history of attempting to establish control over newsprint 
prices with the approval and sometimes the active support 
of the Ontario and Quebec governments. However, their 
customers, newspaper publishers, are large, few in number, 
well organized and have been able ict douite oda es the 
periodic efforts of newsprint manufacturers and provincial 
governments to control prices. In contrast to the market 
pulp market, newsprint prices have risen steadily over the 
years without frequent or large fluctuations. Newsprint 
producers have apparently been partially successful in their 
efforts to maintain long term stable and rising prices 
although various short-run concesseions are common during 
periods of slack demand. While the overall performance of 
the newsprint sector is judged to be workably competitive, 
producers do seem to be able to prevent prolonged periods 


of declining prices. 
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Writing papers, wrapping papers, tissue and paper- 
board products are protected by tariffs in Canada as in most 
major trading countries, hence production of these grades 
is geared particularly to the domestic market. Production 
capacity of writing, wrapping and tissue papers is relatively 
concentrated in the hands of four firms - Abitibi, Domtar, 
Eddy and Roland. The prices of these three product groups 
have been very stable over time and movements have tended 
to be concentrated in discrete jumps at annual intervals. 
These facts imply that producers of these particular products 
have some degree of market power; that is, they have some 
control over prices. Firms which produce fine papers and 
tissue, t.e2, Abitibi, Domtar, ‘Eddy, Kimberly-Clark, and 
Canadian International Paper, would, therefore, be better able 
to pass on added environmental costs directly to consumers 
than would be possible in the newsprint or market pulp markets. 

While the demand for paper and paperboard products 
is generally price inelastic (a 1 percent increase in price 
of paper products will result ina reduction of the quantity 
demanded by less than 1 percent), demand is sensitive to 
income and to the level of business activity. Business 
recessions can affect the pulp and paper industry in several 
ways. The most important effect for Ontario is that, ina 
recession, businesses reduce advertising. Hence, the demand 


for newsprint is curtailed. The demand for paperboard and 
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wrapping paper is heavily dependent on the level of manu- 
facturing and construction activity. Conseguently, the 
pulp and paper industry is subject to cycles Of boomy tol— 
lowed by relatively large increments in production capacity, 
a softening demand, periods of deteriorating profits and 
closure of marginal facilities. 

The industry has just come out of a relatively 
severe recession during 1970, 1971 and 1972. Sales, pro- 
duction, operating ratios and prices have risen since 
middle 1973 to unprecedented levels and it appears that 
these market conditions will continue through the next 12 
to 18 months despite uncertainties about rising fuel prices 
and a possible general recession. Profits 1197s: Or. Lour 
pulp and paper companies which have milis An, Ontardo. were 
300 percent higher than 1972.00 

Price controls on pulp and paper products in the 
U.S. were lifted in April 1974 but paper makers there have 
been loathe to embark on any major expansion programs because 
of the uncertainties attendant with the energy crisis and a 
sluggish economy. Expansion of existing paper-making capacity 
is planned in that country so that Canadian pulp will be re- 
quired to make up the deficits expected in U.S. Pl. p..pLo- 
auction. 


How long the boom in pulp and paper will last 


mike "Business Barometer", Pulp and Paper Magazine of Canada 


May: 497/37. "p. "24% 


Looe = 


depends on how fast new capacity is constructed and on the 
continuing growth in demand. While most expansion programs 
to date have involved speeding up machines, addition of new 
machines or some other modification of present facilities, 
most companies have major expansion plans on the board. 
Three companies in Ontario have announced their intention 
of constructing new pulp capacity and more are expected. 

The capacity of chemical grade market pulp is 
expected to grow by about six percent per year through ieee a 
However, these increases are not expected to have a depres- 
sing effect on prices for two reasons. First, the increases 
in capacity are not in excess of the expected growth in demand 
here in Canada and the United States. Secondly, the marginal 
costs of producing pulp will rise as a result of the growing 
scarcity of accessible wood, costs of pollution control and 
rising wage rates. 

te Competitive Costs 

It is unlikely that Ontario mills will suffer <a 
long term competitive disadvantage with respect to other 
producing countries, particularly the United States, 
Scandinavia, British Columbia and Quebec. The water and 


air pollution abatement programs being enacted in each of 


moe "Most New Canadian Capacity from Existing Mills and 


Equipment", Paper Trade Journal, July 15, 1974, p. 26. 
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these areas will involve long run costs at least as great 
as those contemplated for Ontario. 

‘With regard to the short-run disparity between 
the environmental requirements of older mills and enforce- 
ment policies of Quebec and Ontario, it is concluded that 
the industry in Ontario will not suffer a significant, 
long-term cost diadvantage for several reasons. First, 
wood limits are becoming scarce in Quebec as in Ontario 
so that production is not easily transferrable from one 
province to another. Secondly, the markets and customers 
served by Quebec and Ontario are separable. There is 
tele likelihood of Quebec paper mills invading Ontario 
markets to a substantial degree. Third, expected growth 
in demand in the respective markets will further limit 
the possibility of Ontario mills losing customers as a 
result of pollution control costs. Finally, Quebec mills 
will inevitably be required to incur equivalent (or higher) 
pollution abatement costs as a consequence of federal 
regulations, if not provincial enforcement. In summary, 
the significance of wood cost and availability, market 
location and demand growth far exceeds the relative dif- 
ferences in costs which will result from the enforcement 
OL rpOoLMtton contro. Om Ontario mills. 

ye Profitability 
An analysis of mill profitability indicates that 


even during a so-called bad. year, 1971, the gross DIrOrir 
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margins for most mills were on the order of $8.00 to $30.00 
per ton. The estimated profit margins have since increased 
substantially for all mills except paperboard plants. The 
profit margins at which the mills are currently operating 
are, in most cases, sufficient to absorb additional costs 
of pollution abatement. Moreover, under the current market 
conditions, it is likely that such cost increases can be 
easily passed on by firms in higher prices. 
4. Potential for Closure 

It is not possible, given the information available 
for this study, to determine precisely which firms will 
reduce output, lay off workers or even whether a particular 
mill will close under specific environmental policy alter- 
natives. It is very unlikely, however, that mill closures 
due to the enforcement of environmental policies will be 
permitted. An implicit constraint on the enforcement of 
pollution abatement in Ontario to date appears to have been 
the avoidance of plant closures and loss of employment 
especially where pulp and paper mills are the sole source of 
employment and income to entire communities. Avoidance of 
plant closure will be an explicit constraint in the evaluation 
of alternative environmental policies presented in Chapter VI. 

However, business cycles have no social conscience 
and mill closures are possible if the industry undergoes 


another prolonged period of business recession or excess 
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capacity and falling prices. It is useful, therefore, to 


determine which mills are likely to become unprofitable in 


another business recession. The following criteria are used 


to identify these mills. 


(1) 


(2) 


(3) 


(4) 


(5) 


Mill size: 

The smaller the mill, the higher average costs are 
likely to 9 Mills smaller than the average for Ontario 
are assumed to be high cost mills. 

Proauct Of mill: 

Market kraft and newsprint prices are more likely to fall 
during business recessions than are those of paper and paperboard 
products. 

Product diversification: 

Mills which make more than one product are less 
vulnerable to business cycles than single product mills. 
Vertical integration: 

Mills which have assured wood supplies, which 
make both pulp and paper and which have assured markets 
for products through associated publishers or wholesale 
and retail marketing outlets are much better off than 
mills which must buy their pulp or which must sell their 
output on the open market. 
moe Of pulping.facility and miil: 

While paper making machines can be renovated, 


updated or replaced with relative ease, pulping process 
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changes or the redesign of process flows to gain 
efficiency or decrease pollution would normally 
necessitate reconstruction of the entire mill. 
Hence, Older pulping facilities are likely to be 
more expensive to operate than new ones, 

(6) .; Pulping process: 

Sulfite pulping operations require extensive 
and costly modifications in order to reduce BOD dis- 
charge. Mills with a calcium base sulfite process are 
especially disadvantaged because significant pollution 
abatement requires conversion to a different pulping 
process. Closure of the sulfite pulping equipment is 
often the most economical way of meeting environmental 
standards. 

(7) Size of parent company: 

A multi-plant company would have more resources 
available to keep a mill open than would a single- 
plant, firm. 

(8) Capital improvements: 

A firm is not likely to abandon a mill on which 
it has invested considerable sums of money on improve- 
ments over the past few years. 

Based on these criteria, mills which might possibly 


be closed during a business recession are listed in Table III-43 
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This analysis of markets and the economic 
characteristics of the pulp and paper industry is by no 
complete or exhaustive. It is intended to serve as a 
survey of the current status of the markets and to 
identify the important structural elements of the in- 
dustry. An economic model of the Canadian pulp and 
paper industry is currently being developed by Andrew 
Muller of McMaster University. That study will treat 
in depth a number of issues which have been dealt with 


rather superficially in the present report. 


CHAPTER IV 


ENVIRONMENTAL IMPACTS 


- 

? ‘ } 4 ; ay, : — , , a Lie | . 
he Character egoxus |.0 tsidhn 4 pe mat tn 
. . Fe Sa a £47 x ue 
complet ater ena eiee koTE rt ae 


d f ‘A P j 
h 
d , 

t 

‘ - 
AY) be a wh ay i 
} 
: fyi 

“4 
4 
~ 

| 


nt » ai i | +7 a 


a . 7 j y ' wD 
; rd »G ad ve \ : ee ; 
Lay, sidan rn 7 ir eee uy War —_— | ty A Th on ,a? - ta i 


= 266 = 


ENVIRONMENTAL IMPACTS 


A. INTRODUCTION 


Individuals and groups derive benefits from the use and 
enjoyment of water, air and land resources. Pollution costs 
arise when waste effluents of one group (a factory or muni- 
cipality) interfere with or otherwise impair the use or 
enjoyment of environmental resources by another group (e.g. 
boaters or riparian landowners). These costs include losses 
due to sickness and disease, opportunity costs of foregoing 
an activity or of shifting to a more expensive alternative 
activity, and costs of preventing discomfort and damages. 
Another concept of environmental benefits involves features 
which are not necessarily used directly by many people but 
which are, for some reason, valued by society. Certain 
environmental resources or unique natural features are pro- 
tected so that present and future generations have the option 
of using or enjoying them. Wilderness lakes or rivers, 
unique geological formations and plant or animal species may 
be the objects of this "option demand". 

Since a certain amount of waste material can be deposited 
in the air, land or water without interfering with other uses, 


waste discharges per se are not necessarily a problem. 
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Liquid and airborne wastes discharged by pulp and paper mills 
constitute a problem only when they interfere with other uses 
of the receiving water, air or land. Thus, pollution damages 
or conflicts are not apparent until the amounts of waste 
discharges are in excess of the assimilative capacity of the 
receiving water or air. The additional costs of achieving 
complete treatment of wastes or "zero discharge" are likely, 
therefore, to greatly exceed the benefits gained. If the 
costs of a given level of pollution abatement greatly exceed 
the added benefits, then that level of pollution abatement 
would be inefficient and a waste of resources from the point 
of view of society as well as private waste dischargers. Using 
efficiency as a decision criterion the optimal AeGTRR of 
pollution abatement is defined as the level at which the 
extra costs of abatement are equal to the additional benefits 
(or costs avoided) resulting from the abatement. Estimation 
of the actual benefits of pollution abatement is, however, 

a formidable problem. 

The following rather simplistic sequential framework is 
proposed as an explanation of the linkage between waste dis- 
charges and the benefits of pollution abatement. For purposes 
of exposition, the discussion will refer to water pollution, 
although the model could be applied to air pollution problems 


as well. 
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The value of a river, lake or pond is derived from the 
present and potential uses which can be made of the water 
body. Unique features of the water body or river may also 
be considered to have some intrinsic value. Water quality 
has an important influence on the use and enjoyment associated 
with a particular body of water along with such factors 
as season, location and the type of water. Water quality 
is, in turn, strongly influenced by the volumes and quality 
of wastes discharged. This model is illustrated cA 
Figure IV-1l. 

Relatively more is known about the technical relation- 
ships linking waste discharges and water quality than about 
how incremental changes in water quality effect water uses. 

In some instances, the relationship between water quality and 
water uses can be quantified. For example, the costs of water 
treatment are dependent on the quality of the raw water supply. 
Water treatment costs saved by improving the ambient quality of the 
water source define the benefits of pollution abatement. For 
recreational uses, the relationships between specific levels 

of water quality parameters and changes in the intensity of 

water uses are still in need of study. An on-site assessment 


of the effects of water and air waste discharges at each 
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FIGURE IV ~ 1 


LINKING THE VALUE OF NATURAL WATER SYSTEMS 
TO WASTE DISCHARGES 
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mill in Ontario would be a desirable appendix to the present 
study. On-site visits and environmental analyses at all 
mills were, however, beyond the scope and resources available 
for this study. 

In the sections to follow, the location and amounts of 
liquid wastes discharged from each of pulp and paper mill 
in Ontario are identified. The pollution problems result- 
ing from these discharges are summarized along with the 
expected effects of two alternative levels of pollution 
abatement and total closure of the mills. The relative 
significance of the uses of certain water bodies are 
discussed in a qualitative manner. The expected benefits 
of pollution abatement at each mill in the province are 


then specified and organized in a systematic manner. 


B. WASTEWATER DISCHARGES 


Those water bodies and rivers which receive the liquid 
wastes of each pulp and paper mill in Ontario are listed in 
Table IV-l. Included in this Table are the volumes of 


waste flow for each mill as well as the estimated, average 
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biological oxygen demand (BOD) suspended solids (SS) 
and @issolved solids (DS) loadings which were discharged 
during 1971 and 1973. Other important waste discharges 
to each water system are also listed. 

During the two years over which the surveys were taken, 
BOD, and suspended solids have apparently been reduced in 
18 mills and the average rate of discharge of water was 
reduced in 9 mills. BOD, loadings were increased in 8 mills 
during the same period while 5 mills increased their average 
discharge of Suspended solids. Five mills increased their 
discharge of total dissolved selids while such loadings were 
decreased in five other mills. 

"BOD, ‘and suspended solids are responsible for most of the 
gross pollution effects in rivers or lakes: dissolved oxygen 
(DO) sags, odour, sludge deposits, foaming and aesthetic 
damages. These two types of wastes can also be removed 
by well-known sedimentation and biological treatment 
processes with relative ease. Dissolved solids include 
sulfates, phosphates, chlorides, nitrates, heavy metals 
and organic compounds. These materials are generally responsible 
for tastes, colour and toxicity. It is clear from Table IV-2l 
that the amounts of total dissolved solids being discharged 


by pulp and paper mills vastly exceed BOD. and suspended 
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solids. However, the effects of ai ssolged solids on 
those water systems listed in the Table IV-l are not 
as well understood at this time as are the effects of 
BOD, and suspended solids. Moreover, removal of dis- 
solved solids from pulp and paper mill effluents generally 
involves more sophisticated and expensive treatment pro- 
cesses than does suspended solids and BOD, removal. 
However, once BOD, and suspended solids are removed from 
mill wastes to an acceptable degree, dissolved solids may 
then become the important pollution problem for certain 
lakes and rivers. 
In this report, discussions of abatement policies 
will concentrate on BOD, and suspended solids for three 
reasons. These two parameters can be measured with 
relative ease; they cause the gross pollution effects 
attributed to pulp and paper mills, and they are most 
amenable to removal by traditional treatment processes. 
Several types of receiving waters can be identified 
from Table IV-1. First, eighteen mills discharge wastes into 
boundary waters which receive, in addition to the wastes 
from Ontario pulp and paper mills, discharges from 
industrial and municipal sources which are outside Ontario's 
jurisdiction. These water bodies and the Ontario pulp and 
paper mills which discharge waste waters into them are 


listed below in Table VI-2. 
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TABLE IV-2 


WATER SYSTEMS RECEIVING MILL WASTE WATERS WHICH ARE UNDER JOINT JURISDICTIONS 


WATER BODY OTHER JURISDICTIONS MILLS IN ONTARIO 
Pee lie ake ch eteeeRUNVOLVED 46 Va ck ge abn nS FAG ae ree Be 
Lake Superior Canada Federal Gov't Abitibi 3 mills 
UsS ark Cdera.l GOV ¢& Great Lakes mili 
Michigan Domtar 1 mill 
Minnesota American Can aa) ea hs 
Kimberly-Clark 1 mill 
Ottawa River Quebec Eddy Paper Co. errs kt 
Ganada Federal Gov't’) Canadian int: 
Paper a ihe «fn aa 
St. Lawrence Canada Federal Gov't Domtar 0 es ye 
River Guanes 
U.S. Federal Gov't 
New York 
St.Mary's U.S. Federal Gov't Abitibi Tak 
Ra Sh Canada Federal Gov't 
Michigan 
Rainy River Canada Federal Gov't Ontario-Minnesota 1 mill 
U.S. Federal Gov't 
Minnesota 
Lake Ontario Canada Federal Gov't Ontario Paper deg vs Of aD 
(12 Mile Creek)U.S. Federal Gov't Abitibi LemiLt 
(Old Welland 
Canal) New York Domtar 2 mills 


Beaverwood Fibre 1 mill 


Kimberly-Clark pa jn Ap 
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Of the 24 industrial establishments and the 38 
municipalities discharging wastes into the Ottawa River, 
only six manufacturing plants, including two of the total 
eight pulp and paper mills on the River, and eighteen of 
the municipalities, are in Ontario. - The rest are in Quebec. 
In order to achieve an improvement in the quality of the 
Ottawa River, abatement must proceed on both sides of the 
river and in both the industrial and municipal sectors of 
each province. A co-ordinated river basin management plan 
for the Ottawa River has been proposed but the Provinces 
of Ontario and Quebec have not as yet fully adopted the 
recommendations. Similar programmes would be required to 
achieve measurable water quality improvement on the 
St. Lawrence, St. Mary's and Rainy Rivers. 

The observable water quality problems and conflicts 
arising out of discharges into Lake Superior tend to be 
relatively localized although long term effects may 
be more wide-spread. Identifying the actual detrimental 
effects of the waste discharges into so vast a body of 
water as Lake Superior is a problem currently under study. 

A second type of receiving water body includes those 
rivers or lakes within Ontario's Were oes and which 


have wastewater entering from sources in addition to pulp 


mi 2oN)) 


and paper mills. The Old Welland Canal - Lake Gibson - 
Twelve Mile Creek - NartdndalesPond system carries wastes 
from six pulp and paper mills as well as other industrial 
sources in the Thorold-St. Catharines area. The Trent 
River is another example with two pulp and paper mills, 
Ete annerded and numerous towns and villages. Lake 
Nipissing receives wastes from two paper mills and several 
towns located around the lake, including North Bay. 

A third classification includes those rivers or lakes 
in which pulp and paper mills are virtually the only sources 
of pollution. This includes the Wabigoon, the Abitibi, 
the Mattagami, the Spanish, the Kapuskasing and the 


Sturgeon Rivers. 


C. EFFECTS OF PAPER MILL EFFLUENTS ON WATER QUALITY 
A description of the water pollution problems which 
each mill is causing is summarized in Table IV-3. The 
changes in water quality which would occur at each mill 
as a result of three alternative effluent conditions are 
also summarized in this Table. Table IV-3 is based on detailed 
comments about each mill which are presented in Appendix 
E. Alternative effluent conditions or treatment levels 
considered are: 
(A) meeting Ministry of Environment effluent 
guality objectives as currently specified 
for each mill, 
(B) implementing additional treatment beyond 


current effluent MOE objectives for each mill, 
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(c) permanent closure of the mill. 
The “additional treatment" of alternative ‘B refers to 
wastewater treatment technology which is currently 
available to mills. However, the inclusion of this treatment 
alternative for consideration does not imply that this 
degree of abatement is necessarily economically feasible. 

Of the 31 mills listed in Table IV-3,four currently 
have effluents which are satisfactory from the point of 
view of this Ministry. Four additional mills discharge 
into rivers so large that the effluents of these mills 
have almost no observable effect on water quality. Of 
the remaining 23 plants, achievement of Ministry effluent 
requirements for BOD, and suspended solids would result in 
a measureable improvement in receiving water quality for 
nine mills. Many of these plants are principal, or oe 
some cases, the only wastewater sources on the affected 
water body. The nine include: 

(1) Ontario - Minnesota Pulp and Paper - Winnipeg 

River 
(2) Spruce Falls Power and Paper) 
) Kapuskasing River 
(3) Kimberly-Clark ) 
(4) Abitibi Paper Co. - Abitibi River 


(5) Eddy Forest Products - Spanish River 


ogee ate MOM ms 


(6) Strathcona Paper Co. - Napanee River 

(Jy Midler Bros. Trent, River 

(8) Great Lakes - Kaministikwia River 

(9) Abitibi Paper Co. - Mattagami River 

In some locations, water quality conditions would be 
improved considerably only if Ministry effluent objectives 
were met by each of several mills discharging into a 
single receiving water system. Included are the six mills 
in the Thorold-St. Catharines area (Niagara Region), the 
three Abitibi mills and Great Lakes Paper in Thunder Bay 
and the Ontario-Minnesota mills on both sides of the Rainy 
River. Under these circumstances, clean-up in just one of 
the mills would not resolve water quality problems in the 
receiving waters. Abatement must be achieved in most, if not all of 
the mills in each group. Similarly, significant waste 
loading reduction throughout the Ottawa River would be 
required before the effects of pollution abatement in the 
CIP mill at Hawkesbury or the E. B. Eddy mill at Ottawa 
could be measured. 

Additional treatment above and beyond that currently 
specified by the Ministry would be needed to eliminate fish 


tainting and colour’ in at least four mills: 
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(1) Eddy Forest Products - Spanish River 

(2) Domtar Packaging Ltd. - Nipigon Bay, Lake Superior 

(3) Abitibi Paper Ltd. - Mattagami River 

(4) American Can - Terrace Bay, Lake Superior 

Accumulations of sludge and Fibre are so extensive in 
the Wabigoon River that even closure of the Anglo-Canadian 
mill at Dryden would not result in a short-term restoration 
of satisfactory water quality. However, meeting the BOD, 
and suspended solids effluent objectives of the Ministry 
at that mill might reduce the fish tainting ‘that has 


also been a problem in the Wabigoon - English River system. 


D. USES OF WATERCOURSES AFFECTED BY PULP AND PAPER MILLS 


The benefits of pollution abatement depend in large 
part on the present and potential uses which can be made 
of receiving waters. Identification and quantification of 
the water uses on each river and lake receiving pulp and 
paper mill waste effluents would be an important first 
step in determining the benefits of pollution control 
for each pulp and paper mill. While the resources 
available for this study did not permit an on-site 
study of water uses at each affected location, data 
concerning the uses of each river and lake receiving: 


pulp and paper mill wastes were collected from the 


eee A elk ole re 


published literature and are presented in Appendix F. In- 
formation concerning potential uses of each water system 
were provided by the Water Resources Branch of the Ministry 
of the Environment. 
A summary of the present and potential uses of some 
selected rivers is presented below. If the Ministry 
waste effluent objectives were achieved by the mills 
located on these rivers, then water quality would be 
improved to a measurable degree and the indicated uses 
would be restored. 
(1) Kapuskasing River 
There is presently virtually no recreational use 
made of this river due to pollution and navigation 
by small craft is hazardous. Large concentrations of water 
fowl live on the river below the mill. There is some 
sports fishing above the mill. There seem to be few 
other uses downstream. 
(2) . Abitaba’ River 
This river is not used extensively for recreation 


due to pollution in areas directly downstream. Water 


supply from Iroqouis Falls is taken upstream of the mill effluent 


outfall. Good potential for fishing and camping. 
(3) Winnipeg River 
While there aye extensive cottage and recreational 


uses of Rat Portage Bay on the Lake of the Woods, there 


= 


is very little recreational activity on the River below 
the mill. The Dalles Indian Reserve is located 4 miles 
below the mill outlet. 
(4) Napanee River 
River serves as a water supply to Town of 
Napanee downstream from Strathcona Paper Co., River also 
receives sanitary sewage from Town of Napanee. Recreation 
activities are carried on upstream from Strathcona. River 
is navigable downstream from Napanee. 
(5)i,; TrenteRiver 
Extensive recreational and navigational use 
made of this river which is part of the Trent Waterway 
System. Serves as water supply for many communities and 
as a sewage disposal system. 
(6) Kaministikwia River 
River presently used only for waste disposal 
and navigation. Little or no recreational use is made of 
river although there is an excellent potential for 
swimming and boating in the river. The River is not used for 
recreation primarily because of pollution from mill. No 
sport and commercial fishing is.possible. Clean-up of this 
river offers a substantial return in terms of the uses 
which will be made of the river because of the proximity 


of Town of Thunder Bay. 
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(7) Mattagami River 
Rapids and falls limit access to-river ’o TMdzyan 
and some recreational fishing in river. Access roads 
would allow location of fishing camps along river. Hydro 
dams located at Smooth Rock Falls. 

One river, the Spanish, was the subject of a classic 
court case referred to in chapter I,section FeS*0OF this report. 
This is one of the few cases in which the uses of a. river 
which were damaged Roolmerion are well eCHENE a! ni 
would be worthwhile, therefore, to consider the situation 
on this river in more detail. Riparian landowners used 
the water of the river for drinking, cooking, washing and 
stock watering. After the mill began operation in June, 
1946, the water could no longer be used for these purposes, 
even if it were boiled. Smells from the river interfered 
with the "comfort and the enjoyment" of riparian landowners - 
swimming was precluded. Ice from the river became unfit 
for use and farm animals would no longer drink the river 
water. About six commercial fishermen were wiped out when 
the muskelunge, pickerel, and bass either died or were 
driven from the lower part of the river. Other commercial 
fishermen on Lake Huron were affected because the mill 
wastes tainted fish in the north channel. Three tourist 


and fishing camps were closed due to the pollution. 
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About $5,600 in damages were awarded to the complaining 
landowners by Chief Justice McRuer who also issued an 
injunction to close the mill. After failing to get the 
injunction lifted by higher court appeals, the company 
appealed to the government. In 1950, the KVP Co. Ltd. 

Act was passed which dissolved all present and future in- 
junctions against that mill. Although the Act permitted 
riparian landowners to continue to apply for damages 

against the company, it expropriated the right of those 
individuals to "have their land washed by water in its 
natural seme La The significance of this case and the 

KVP Act in law has been discussed in Section E-2, Chapter 11. 

An important point to note is that the penalties and 
damages imposed on the mill, indeed, even the threat of 
closure, were not sufficient to induce the mill to install 
the treatment necessary to eliminate the use conflicts 
which precipitated the suit. These same damages and conflicts 


are still plaguing the Spanish River. 


"Cases and Materials on Environmental Law" Professor 
Wright, Spring 1974. Osgoode Hall Law School. p. Iv-143 
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E. BENEFITS OF WATER POLLUTION ABATEMENT BY THE ONTARIO 
PULP AND PAPER INDUSTRY 


eee 


In this section, the benefits resulting from pollution 
abatement in pulp and paper mills are analysed using a 
procedure developed specifically for thisescuay. ee chs 
objective is to determine just what is gained, in terms 
of specific benefit categories, by different degrees of water 
pollution abatement at each mill which is discharging its 
liquid wastes into the surface waters of the, province: .° The 
relevant benefit categories are listed in Table Iv-4. A benefit 
realized if new uses can be made of the receiving waters ane | at 
present uses are enhanced in some way. In addstion,Pi1t9is 
assumed that a benefit is realized even if the improvement 
occurs on only part is the water system. For example,a 
Wenekit is achieved if the effect is realized only in the 
reach downstream of the mixing zone. 

While the benefits listed in Table IV-4 can be 
quantified to some extent, no dollar values are ascribed. 

There are three reasons for this. First, the methodologies 
currently available for estimating the value of environmental 
benefits are as yet tentative and subject to biases and 


differing interpretations. Secondly, the implementation 


Tc 


<n S 


TABLE IV-4 


BENEFITS OF POLLUTION ABATEMENT 


Category Benefit Explanation 
1 Water supply. Is water quality improved to the 


point where: 


1) costs of water treatment 
are lower? 


2) water can be used as water 
supply where it could not 
be prior to abatement? 


Zz Eliminate toxic materials. N.B. Not relevant (N/R) if 
mill is not a source of 


a Mercury. ? i : 
) y toxic substances in river. 


b) Other. 

3 Contact recreation permitted. Prior to abatement, swimming is not 
(swimming) permitted. 

4 Fishing. Fishing may refer to commercial, 


sport fishing or subsistance 


a) Fish kills eliminated. pratinelhy ame see 


b) Tainting eliminated. 
c) Environment for fish 
species upgraded. 


5 Aesthetics improved. It is assumed that non- contact 
recreation (i.e. boating, 
campin and riparian cottages 
stopped. pdb iets P a ) 
set is a function of the aesthetic 
b) Odours eliminated. § ‘ f 
ie quality of the water in question. 
c) Foaming eliminated. : ; 
Hence, if the aesthetics of a 
d) Colour normal. . 
river or lake are enhanced, then 
so is the potential for these 
other uses. 


a) Sludge - accumulations 


6 Protection of unique features. Are there any unique or special 
aspects of the water course or 
of the area in general which 
will be enhanced or otherwise 
effected by pollution abatement 
at the mill in question? 
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of these methods can be very expensive and the data required 
to estimate the dollar values of the benefits specified 
here are not available for many of the relevant water systems 
in Ontario. Finally,the use of dollar measures for benefits 
tendsto obscure the nature of the benefits. It is 
important to make these benefits explicit so that 
decisions as be made on the basis of information 
about the trade-offs involved in the enforcement of pollution 
abatement in this” industry: 

The benefit analysis procedure to be employed here 
will provide an information base which can be used in 
several ways. One such use is the establishment of priorities 
for directing Ministry efforts in achieveing pollution Sabate-— 
ment. Those mills which yield what are deemed the most 
important environmental benefits could be brought into 
compliance with Ministry guidelines first. The Ministry could 
also establish priorities for multi-mill firms. If the 
company establishes that it is not able to accomplish the 
needed abatement in all of its plants at one time, this 
approach would provide the Ministry with a basis for 
specifying which mills should be ¢leaned up first ina LLy, 


specificacion of benefits in the manner suggested in this sec- 


ee 


tion can be a more meaningful way of expressing progress in 


pollution abatement than is expenditure on pollution control, 


reductions in waste loadings or even changes in specific 


water quality 


parameters. 


The benefit assessment was accomplished in the following 


Manner : 


(1) A list of benefit categories is specified. They 


are presented in Table IV-4. 

(2) Three treatment or effluent alternatives are de- 
fined. 
A = Meet Ministry of Environment effluent objectives 


c= 


(3) The 


for specific mild. 

Additional treatment or waste loading reduction 
beyond MOE objectives. Treatment assumed to be 103 
technically feasible and commercially available. 


Close mill permanently. 


benefits which would be gained as a result of 


each effluent alternative are specified in terms of 


the categories listed in Table IV-4. 


(4) The 


102 


relevant benefits are often subject to many 


Ministry of the Environment effluent objectives or re- 


quirements which are referred to in this study are spe- 
cified in "Financial Assistance to the Pulp and Paper 
Industry to Accelerate the Water and Air Pollution Abate- 
ment Programs", Ontario Ministry of the Environment, April 
1973, Appendix. 


103 


The nature of this higher level of treatment is unspe- 


cified at this time although it would involve some form 
of dissolved solids removal or process change which could 
eliminate materials which cause fish tainting or tastes 
and odours. 
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qualifications. Two such qualifications are con- 

sidered here. 

a) If there are no improvements or environmental 
benefits, what are the reasons? 

b) What conditions or actions are necessary to 
achieve any benefits in the water system under 
such consideration? 

The analysis, as outlined here, can be carried out at any 
level of sophistication and detail. The procedure could also 
be systematized to a greater extent and could be improv.ed) con 
siderably by studies at mill locations intended to obtain 
quantitative information concerning benefit categories. 

The benefits gained from pollution abatement are sum— 
marized for all of the relevant mills in Table IV-5. Three 
symbols are used to denote benefits: 

ses) 1 = Benefit or use gained as a result of treatment 

alternative. 

(2) - 0 = No improvement as a result of treatment alterna- 
tive; pollution problem and conflicts still exist: 

(3) X = Mill effluents currently cause no damages or con- 
flicts concerning the uses or benefits indicated, 

(4) N/R = Use or benefit Not Relevant, to the area affected 
by the mill, even if waste loadings exceed MOE re- 
quirements. 

In the 'Comments' column of Table IV-5, 'R' refers to the 
question, "if there are no benefits gained under a particular 
treatment alternative, what are the reasons? Comments denoted 
by 'C' refer to the conditions necessary to achieve the bene- 
fits listed. Unless otherwise noted, benefits are assumed to 
be realized within two or three years after implementation of 
treatment or closure. 


An important conclusion which may be drawn from: Table 1V= 


5 is that a waste loading reduction (i.e. treatment) beyond 
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that currently required by the Ministry of Environment is 
necessary to achieve most of the benefits herein specified. 
It, therefore, behooves this Ministry to carefully assess 
the extra costs (over and above those required to reach 
current effluent objectives) of achieving the additional 
benefits indicated in the table. These are the benefits 
gained when moving from treatment alternative"A" to 
treatment alternative"B". Hence, the Ministry should re- 
quire mills to consider a broader range of technteal) pol— 
lution abatement alternatives so as to be able to assess 
the incremental costs of achieving more environmental bene- 
fits than current effluent objectives will permit. 

Rrother conclusion from Tables IV-3 and IV-5 is that 
there appear to be few additional benefits that could be 
gained by closing a mill which could not be achieved through 
some kind of currently available waste water treatment. 
Except for the Wabigoon River, it would not be necessary to 
close any of the mills listed in Table TV-5 in order to 
restore most of the potential uses which can be made of the 
respective receiving water systems. Even in the case of the 
Wabigoon, a restoration of water quality and water uses 
could be achieved without mill closure but this would in- 
volve large capital expenditures for dredging or rerouting 
the river. 

Both of these conclusions certainly require further 
investigation and empirical verification. However, they 


point up the need for both the Ministry and the pulp and 
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paper industry to look more carefully at the incremental 
costs of different levels of pollution abatement, not just 
at the total costs of a single unspecified or, at best, 
ambiguous level of pollution control. 

The information provided in Table TV<5 permits comparisons 
of the consequences of pollution abatement in different mills and 
on different water systems. Table IV-5 indicates, for each mill 
or group of mills, approximately what is gained as a result of 
pollution abatement and whether abatement in the mill alone would 
achieve these benefits. Some of the more important unique features 
of each water body or river are also noted in this table. 
Although the setting of priorities would still be subject to 
subjective judgments and varying interpretations, the information 
that has been assembled in Table IV-5 provides a basis for 
improving the rationality of choices regarding the allocation of 
resources among all of the mills and the timing of pollution 


abatement. programmes. 
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IMPORTANCE TO COMMUNITIES 


A. INTRODUCTION 


Paper mills often have considerable economic, environ- 
mental and social impacts on their respective communities. 
From an economic standpoint, the mill provides income to 
its employees who, in turn, support local businesses. 

The mill may, in fact, be the major source of income for 
the town. Both the mill and its employees pay property 
taxes to the community. Conversely, the community must 
bear certain costs associated with having a mill located 
near it. The community must support added police and fire 
protection costs and, in some cases, water and sewage 
services for the mill. The activities of a mill may also 
impose environmental costs on the community, particularly 
as a result of waste disposal practices. Odours from a 
kraft mill and solid waste disposal usually have an impact 
on the local community. The effects of water pollution 
from liquid waste discharges are likely to affect downstream 
users rather than those who live near or work at the mill. 
The social implications of "one-mill" towns are ably 


explored by Rex Lucas in his book, Mine Town, Mill Town, 


Rail Town. 


— Soon= 


Economic linkages between the mill and their respective 
communities are measured in terms of salaries and wages 
paid by the mill, spending by both mill employees and the 
mill within the community, taxes paid by the mill to the 
community and the costs of public eee required by 
the mill. Within each community, there is an expenditure 
multiplier which is generated as mill employees and the 
mill itself make purchases to local businesses. These 
people, in turn, make purchases elsewhere. For example, 
one dollar paid in wages and salaries by a pulp mill could 
generate as much as two dollars in spending eHeoNenere 
the community. 

However, data are not available to calculate the 
expenditure multiplier for each mill town. In any event, 
such measures of economic linkages are relevant only to 
those communities in which the pulp and paper mill con- 
Stitutes a relatively small proportion of the total employ- 
ment and wage earnings. In these communities, cutbacks 
in production or closure of the mill may or may not result 
in economic dislocation. This would depend on the alternative 
employment. In communities where the mill is the only 
employer, the actual magnitudes of these linkages are 
irrelevant since it is obvious that the whole town would 


be seriously affected if the mill were closed. 


pede oS os 


It is assumed, however, that the Ministry will not 
force a mill to close because of pollution control or 
lack of it. -This is particularly true-if the mill is the 
only source of employment for the surrounding community. 
On the other hand, mills could conceivably curtail pro- 
duction or lay off workers as the result of process 
changes made to achieve pollution control. It is not 
possible, however, to predict the amount or timing of 
these cutbacks with the information currently available. 
The impact of a reduction in output and employment 
would certainly be more severe in "one-mill" towns 
than in communities which offer many alternative employment 
opportunities. Therefore, the proportion of employment pro- 
vided by the mill has been specified for each relevant com- 


munity and listed in Tables V-1 through V-3. 


The proportion of industrial taxes to the total municipal 


tax income is also presented for each community. 


B. MILL EMPLOYMENT 


A "one-mill town is defined, for the purposes of 
this study, as communities meeting one or more of the 


following criteria: 


RUG bt a 


(1) The mill is the only industrial employer in 
the town, 
(2) One mill employs more than 50 per cent of the 
labour force. 
(3) One mill employs more than 60 a cent of the 
manufacturing labour force. 
There are eleven communities which satisfy one or 
more of these criteria and are listed in Table V-1l. 
Each of these towns are located in northern Ontario. 
The mills in two of these communities, Smooth Rock Falls 
(Abitibi, bleached kraft market pulp) and Marathon (Amer - 
ican Can, bleached kraft market pulp) have experienced 
difficulties in the past and can be expected to present 
problems in the future if and when kraft pulp markets 
turns sorte 
Four communities listed in Table V-2 depend on the 
pulp and paper industry for more than 25 per cent of their 
total manufacturing employment. However, this dependence 
is offset somewhat in Thorold and in Thunder Bay. Thorold 
is located in the densely populated Niagara peninsula 
near Sti Catharines and!) Hamilton. In cboth: cities,, alter— 


native employment opportunities include other pulp and 


eee 


. paper mills as well as related forest industries. The 
five urban centres listed in Table V-3 have substantial 
alternative employment opportunities other than pulp 


and paper mills. 


C. CONCLUSION 


Of the eleven mills classified as "one-mill" towns, 
only two have had financial difficulties in the past and 
could become marginally profitable in the event of another 
extended period of market downturn. The concern about 
employment is confined to possible production cutbacks 
rather than mill closure, since it is unlikely that the 
Ministry will force a mill to close for environmental 
reasons. Given a "no-closure" constraint, employment in 
the pulp and paper industry will probably not be unduly 
affected by the enforcement of environmental objectives. 
Firms should be required to fully substantiate any claims 


that environmental controls alone will cause a loss of jobs. 
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CHAPTER VI 


EVALUATION OF ALTERNATIVE 
WATER POLLUTION CONTROL POLICIES FOR 
THE PULP AND PAPER INDUSTRY 
IN ONTARIO 
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A. INTRODUCTION 


There are a number of factors which pose serious 
problems for any discussion of alternative policies for 
controlling water pollution from the pulp and paper 
industry. These include: 

(1) the extensive range of policy instruments which 

are available; 

(2) the large number of criteria by which these 

policy instruments can be assessed; 

(3) the difficulties of undertaking empirical 

analyses of the policies. 

To cope with these problems, the detailed appraisal 
of alternative policies, which is the main part of this 
chapter,is preceeded by a more general discussion of some 
key issues and principles in policy analysis. Following 
this, there is the analysis of specific policies which is based 


on an empirical study of two pulp mills in Ontario. 


i ee Policy Programmes and Policy Instruments 


A policy instrument refers to a particular device which 
is intended to aid the achievement of a policy objective. 
For example, effluent standards supported by fines is a 


policy instrument for achieving an improvement in environmental 
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quality. It is frequently desirable to avoid undue 
reliance on any single policy instrument and so 

several policy instruments may be combined into a policy 
programme. 

Bearing in mind the significant variations in the form 
that any policy instrument might take, the major instruments 
which might be considered for pollution control in Ontario are: 

Standards and Guidelines 

(1) . Fines 

(2) Control Orders 

(3)', ‘Stop Orders 

Grants 

(4) Sales Tax Refund 

(5) Accelerated Depreciation 

(6) Tax Credits 

Loans 

(7) Market Rates of Interest 

(8) Reduced Rates of Interest 

(9) Repayments Geared to Profits 

Other 

(10) Stream Classification 
(11) Land Use Planning 


(12). Eftluent Charges 
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Assume, for simplicity, that some of these measures 
would not be used simultaneously, so that accelerated 
depreciation would not be used with tax credits and only 
one form of loan would be made available. Further 
assume that if control orders or stop orders are implemented, 
they would be supported by fines. Even with this small 
number of policy instruments and these restrictive assumptions 
there are 959 possible combinations of policies, and 960 
if the option of implementing none of them is included. 

This reduces to 950 policy programmes given the definition 
of a policy programme as consisting of more than one 
policy instrument. 

In the following section several suggested criteria will 
be introduced for assessing policy programmes. Quite 
obviously, it is not feasible to analyse each of these 
950 policy programmes in detail though it is useful to 
make some general observations about them on the basis of 
three major criteria: 

(1) administrative feasibility 

(2) achievement of environmental goals 

(3) avoidance of undue social and economic repercussions. 

It is reasonable to assert that each of the policy instru- 
ments being considered is administratively feasible. Many 
of them are already being used in Ontario and the others are 
all in use in some form in other jurisdictions. Careful 


thought would still have to be given to the design of a new 
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policy programme for pollution control in Ontario but, from 
experience gained here and elsewhere, the administration 

of any of these instruments does not pose an insuperable 
problem. 

Regarding the other two criteria, the policy instruments 
fall into two categories according to their capacity for 
achieving environmental goals or for avoiding undue social 
and economic repercussions: 

Achievement of Environmental Goals 

(1) Fines 

(2 }“rkControl-onders 

(3) Stop Orders 

(4) Stream Classification 

(5) Land Use Planning 

(6) Effluent Charges 

Avoidance of Undue Social and Economic Repercussions 

(7) Sales Tax Refund 

(8) Accelerated Depreciation 

(9) Tax Credits 

(10) Loans at Market Rates of Interest 

(11) Loans at Reduced Rates of Interest 


(12) Loans with Repayment Geared to Profits 
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Any pollution control programme which is intended 
to achieve environmental goals without inducing undue social 
and economic repercussions would have to consist of policy 


instruments selected from these two categories. 


2. Criteria for Assessing Policy Programmes 


There is no generally accepted criteria for assessing 
policy proposals and so the choice of criteria to be iden 
in connection with pollution control policies must be 
somewhat arbitrary. For the purposes of the present study 
wade criteria were selected. These are: 

(1) Environmental effects 

(2) Cost to the company 

(3) Cost to the provincial and federal governments 

(4) Economic and social effects on the area surrounding 

the mills 

(5) Equity 

(6) Administrative feasibility 
A brief discussion of each of these criteria will facilitate 
their use in the subsequent analysis. 
a. Environmental effects: It is difficult: to measure the 


environmental effects of incremental reductions in industrial 
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waste effluents. However, the benefits of three discrete 
degrees of effluent reduction were estimated for each mill 

in chapter IV. These benefits are expressed in terms of 
improvements in water quality and the additional uses of 

the water which the different levels of pollution abate- 

ment make possible at each mill. This procedure provides 

a first approximation of the relative environmental improve- 
ments resulting from each mill. The benefits estimated for 
each mill are roughly comparable. 

b. Cost to' the Company: For a pollution control policy 
programme to be effective, it is likely to result in com- 
panies increasing their expenditure on pollution control, 
(unless the government gives a subsidy equal to 100% of 

the costs, or the pollution control is profitable). Just 

how much extra expenditure a company will undertake in res- 
ponse to a given policy depends on the nature of the policy 
and on the technical and economic options available to the 
company. Estimates of the costs are complicated by the 
fiscal context in which the company finds itself. It is 
necessary, therefore, to determine the capital and opera- 
ting costs associated with pollution control and then to 

make allowances for the relevant tax provisions to calculate 
the net cost of pollution control to the company. 

c. Cost to the Provincial and Federal Governments: The cost 
to these two levels of government of pollution control in pulp 
and paper industry may be divided into direct and indirect costs. 


The direct costs include any grant or subsidy given to companies 
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for pollution control, or, to any tax revenue foregone by 
government in the form of incentives given to companies to 
install pollution control equipment. Indirect costs to 
government include all extra government expenditures or 
revenues foregone which might ensue from a mill closure 


brought about by aepollution control policy. 


ad. Economic and Social Effects in the Area Surrounding 
the Mills: 


It is conceivable that the implementation of a pollution 
control policy could impose an unbearable financial burden 
on a mill which would be forced to close. The effects of a 
mill closure on the surrounding area can range from very 
severe, when the mill is located in a one industry town, 
to barely, consequential, when alternative job opportunities 
aré available) in'thejaffected area...In all cases; the dis- 
location effects of a mill closure can be mitigated by 
schemes for retraining those who lose their jobs and for 
lessening the burden of relocation if that becomes necessary. 
It should be noted that if a company complies with a 
pollution control policy by diverting investment funds 
from production, to. pollution‘ control, then, this, need :have ‘no 
adverse effects on employment. The crucial factor is the 
relative labour intensiveness of pollution control as aonoseed 
with production and this is not something about which generali- 


zations can be made. 


Gs "Equity: tere -1S no genexally*agreed definition of equity 


beyond the rather vague notions that equals should be 
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treated equally and unequals should be treated in a manner 
consistent with their inequality. (This is based on the 
assumption, which may not always be appropriate, that the 
inequality is justified and should not be interfered with 
by government policies). 

With respect to pollution control policies, the 


question arises of what parameter(s) should be used: 


(1) to compare pulp and paper mills in Ontario 


with each other; 


(2) to compare pulp and paper mills in Ontario 


with mills in other jurisdictions; 


(3) to compare the pulp and paper industry in 


Ontario with other industries in Ontario. 
For the first comparison, the more obvious parameters are: 


- the extent of the environmental damage caused by 
each mill, 
= the™-proftitability of each mill and/or ats parent 
company. 
=the "cost of “pollution control” atveacn mii, 
- the importance of each mill in the local area. 
Some of these criteria may also be relevant for the 
comparison of the Ontario pulp and paper industry with 
other industries in Ontario and with the pulp and paper 
industry in other jurisdictions. In both cases it may be 


argued that the pulp and paper in Ontario should not be 
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expected to incur pollution control costs which are unduly 
greater than the costs incurred by other industries in 


Ontario and by the pulp and paper industry elsewhere. 


f. Administrative Feasibility: In principle any pollution 
control policy can be administered providing sufficient 
funds for the administration of the policy are made avail- 
able. Administrative feasibility becomes, therefore, a 
question of costs. 

The major categories of administration costs relate to 
data requirements, staffing and support costs, and court 


costs. 


3. Economic Incentives and Financial Assistance 


There is an essential difference between an economic 
incentive and financial assistance. An economic incentive 
is a financial penalty which is imposed in order to dis- 
courage (or encourage) a certain specified form of behaviour. 
Financial assistance merely lessens the costs incurred by 
the recipient of the assistance when certain specified 
actions are undertaken. 

In the case of pollution control policies, financial 
assistance can take the form of loans and Gane to 
companies for installing pollution control equipment. 
Economic incentives for pollution control include financial 
penalties imposed on companies according to the quantity 
of effluent they discharge. With financial assistance of 
less than 100% of the costs, companies are still obliged 


to incur expenses for pollution control. For this reason 
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they will still be reluctant to reduce their effluent 
discharges unless they are subjected to other penalties, 
such as fines, for not doing so. Economic incentives, 

in contrast, operate so that a company which reduces 

its effluent also reduces its liability for paying an 
effluent charge, if that is the form that the 

incentive takes. It may be concluded, therefore, that 
economic incentives for pollution control are likely 

to be far more effective than financial assistance 

for improving environmental quality objectives. As 
indicated earlier, financial assistance is better regarded 
as an instrument for the avoidance of undue social and 
economic repercussions rather than for the achievement of 


environmental goals. 
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B. THE CURRENT POLICY PROGRAMME 


1: General Description 


The current policy programme consists of: 
- water quality and effluent quality objectives supported 
by: fines, control orders, and stop orders 
- financial assistance in the form of: an accelerated 
depreciation allowance on capital expenditures for 
pollution control, and a refund of sales tax on 
pollution control equipment . 
Acting under the Ontario Water Resources Act and the 
EEvilrswhert a Protection ees the Ministry establishes 
targets or objectives for the effluent loadings from each 
existing mill and then seeks agreement with each company on 
a programme of pollution control that will meet the Ministry's 
objective. These programmes specify the kind of equipment 
that will be installed and the timing of the installation. 
The Ministry's objective for each mill is loosely based on 
a desired quality of the receiving water body and the desired 
quality is always subject to upward revision. Consequently, 
no mill can regard its pollution control programme, even 
if it has been agreed to by the Ministry, as an ultimate 


goal since, in due course, the Ministry will be upgrading 


‘ The Ontario Water Resources Act, Revised Statutes of Ontario, 
1970, chapter 332 as amended by 1972, chapter 1.s.70,October 1972. 


The Environmental Protection Act, 1971, Statutes of Ontario, 1971, 


Chapter 86, as amended by 1972 Chapter 1 s. 69, and 1972, 
Chapter 106, January 1973. 
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its quality objectives for the receiving water body and 
for the effluent which the mills discharge into it. 

The situation for the establishment of new mills in 
Ontario is similar to that for existing mills except that 
the Ministry can exercise stronger and more immediate 
control over a mill which has yet to be built. Sucha 
mill has to have pollution control equipment that meets 
the Ministry's current requirements. Subsequent to this, 
however, a new mill has to meet increasingly stringent standards 
in the same way as any other mill. 

In principle, the hin Ieee of the Environment is able 
to enforce its policy for pollution control by using 
the provisions for fines, stop orders and control orders that 
were established by the Ontario Water Resources Act. (See 
Chapter II for a full discussion of these provisions). 
In practice, the Ministry has been reluctant to utilize these 
powers of enforcement, preferring to seek the cooperation 
of the companies concerned. This approach has met with only 
limited success in achieving effluent control by the pulp 
and paper industry. 

In addition to the provincial requirements, all pulp 
and paper mills are subject to the federal standards which 


are outlined in Appendix C. These standards are administered 
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by the provincial authorities which is convenient 
for both governments,except that problems may arise when 
provincial and federal requirements are in conflict so 
that a decision has to be made about which requirements 
will be met first. 

The other aspect of the prevailing situation 
governing pollution control in the pulp and paper industry 
relates to the tax provisions which are intended to ymes 
encourage expenditure ae equipment for pollution control. 
Pecet neiod sales tax is refundable on such expenditures 
and pollution control equipment may be depreciated over 
a Seeiod of not less than two years. The net effect 
of these provisions on a company which can take advantage 
of them (accelerated depreciation is only advantageous 
to a company which is making sufficient profits against 
which it can offset the cost of the pollution control 
equipment) is that the actual cost to the company o£ 
installing and operating the at can. be. significantly 


less than the capital and operating costs of the equipment. 


2. Assessment 


a. Environmental Effects 


An assessment of the environmental effects that would 


result if each mill met the Ministry's effluent requirements 
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was reported in Chapter IV. It is significant to note that 
only five mills would require additional treatment over and 
above that needed to meet Ministry effluent objectives so 
as to completely eliminate water quality problems. Four 
other mills are located on rivers so large that the effluent 
reduction at these establishements would have little observa- 
ble effect on water quality. In addition, twelve mills dis- 
charge waste water effluents into the same three receiving 
waters. Abatement in just one of these mills would not 
necessarily result in improved water quality or environmental 
benefits. This would require simultaneous abatement in all 
mills discharging into the same receiving waters. [In only 
one mill is it the case that technically feasible treatment 
methods may not result in any improvement in water quality. 
In all other cases it is apparent that the same environmental 
benefits that would be achieved by mill closure could be ob- 
tained by installing currently available treatment technologies. 

While it is likely that the Ministry will raise its 
pollution control requirements for some mills, there are obvious limits 
to this process. The establishment of Ministry effluent 
objectives appears to be implicitly influenced by judgement 
about the economic feasibility of the abatement technology 
and the location (i.e. environmental impacts) of each mill. 
The locational aspects of current policy will be examined sub- 
sequently. 

With reference to the study of Eddy Forest Products, 


Espanola, and Abitibi, Iroquois Falls mills, it is interesting 
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to note that the Ministry's recommended treatment for 
these mills would not meet the Ministry's requirement for 


"BOD, discharges.” This is shown in Table VI 1. 
De COST to the Company 

There are several reasons why it is difficult to 
estimate the cost to a company of any particular pollution 
control programme. It is necessary to determine the capital 
and operating costs associated with pollution control and 
then to make allowances for the prevailing tax provisions 
to calculate the net cost to the company of the pollution 
control. This calculation is complicated by the fact that 
some tax provisions are only of benefit to a company Let 
is making substantial profits. This applies particularily “to 
the accelerated depreciation allowable on pollution 
control equipment. Furthermore, the costs of any pollution 
control programme extend over time and so, to compare one 
stream of costs with another, a discounting procedure must 
be used, by means of which all pollution control costs 
are measured in terms of their present value to the company. 


Appendix G contains a detailed analysis of the costs 


of alternative pollution control programmes at two mills 


2 | Pee . 
All references to the current provincial requirements for 


effluent quality and the associated recommended treatment programmes 


are based on the document: Financial Assistance to the Pulp and Paper 


Industry to Accelerate the Water and Air Pollution Abatement 
Programmes, Ministry of the Environment, April 1973. This is 


referred to throughout as the Turner Report. 
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in Ontario. The difference between the present value of the 
costs of each treatment alternative (Appendix G pages 15-20, 27-28, 
S2-S3) for cases 2, 3 and 1 are attributable to the tax 
provisions that were used in the analysis and the 15% discount 
rate. Case 2 represents the market price of the capital 
and operating costs of the pollution control programmes (net 
of Provincial sales tax which is refundable under the 
Pollution Abatement Incentives Act). The ee only 
bear a portion of these costs since, by virtue of the tax 
provisions, their post-tax profits are reduced by an amount 
that is less than the market price of the pollution control 
programme that they select. It is in this sense that the 
government, by foregoing tax revenues that it would other- 
wise collect, bears part of the costs for industrial pollution 
control. Case 2 therefore shows the costs to the companies 
only when they are unable to take advantage of the relevant 
tax provisions and this will occur when their profits, prior 
to expenditures on pollution control, are zero .or negative. 

In case 1, the costs to the companies are estimated 


‘ , : 4 
on the assumption that there is a two year write-off 


i ie f ; ' 
15% is the discount rate used in the present value 
calculations contained in Environmental Control and the Pulp 


and Paper Industry of Canada Canadian Pulp and Paper Assoc., 
December 7, L977, Pe Loe 


This rate of accelerated depreciation is allowed on 
property of class 24 as specified-in the Income Tax Act 
45th Edition 1973-74. 
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on capital equipment purchased for pollution control and 
a corporation profits, tax rate of AM. Case 3 shows the 
costs to the companies under normal depreciation of 20% 
per year of the undepreciated balance. 

It is apparent from Appendix G that the tax provisions 
can make a very substantial difference in the costs to 
companies of pollution control. Since the depreciation 
allowances only apply to capital expenditures and not to 
operating and maintenance costs the costs to the companies 
of programmes of pollution control are reduced by greater amounts 
in direct relation to their capital intensity. (The bias that 
this is likely to introduce to the selection of pollution 
control programmes is discussed on pp. 387-389). For each 
$1 million, in present value terms, of capital costs at market 
prices a company's post tax profits declines by $1 million 
if it has insufficient profits to allow it to use the available 
depreciation allowances; $720,000 if equipment is subject 


to normal depreciation of 20% of the undepreciated balance, 


5 : ‘ ‘ ; ; 
This will be the combined Federal and Provincial rate 


for 1975. In 1974 the combined rate is 50% (See the Income 
Tax Act 45th Edition 1973-74) 


This is the rate applicable to property of class 8 as 
specified in the Income Tax Act 45th Edition 1973-74. The 
calculations in the Supplement to Appendix G are based on 
this depreciation rate, and may be compared with the calcula- 
tion contained in the main body of Appendix G which are based 
on straight line depreciation over 25 years. 
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and $600,000 if a two year write-off is allowed. In 
addition to the depreciation allowances, a company can also 
deduct its interest payments on borrowed funds from its 
taxable income. If the interest rate is 15% per year and the 
corporation profits tax rate is 49%, as assumed. in this study, 
then-the .total,reduction o£,a.company,s post tax profits, .as 
a result of $1 million of capital expenditures is $280,000 
under normal depreciation and $160,000 under accelerated 
depreciation< 

Care should be used in interpreting the cost figures 
in Appendix G under case 1 since they are based on the 
deounnaiel that all the capital expenditures in each alternative 
treatment programme are elligible for accelerated depreciation. 
This may not be the case since this tax provision is reserved 
only for expenditure which is primarily for pollution control, 
and it is not clear whether a switch to oxygen bleaching in 
the Eddy. mill and the installation of a chemical recovery 
plant in the Abitibi mill, will be classified as pollution 
Controls for tax purposes.~~To-account for this possibility 
a simple adjustment to the figures can be made: 

(1) If capital expenditures for oxygen bleaching in 

the Eddy mill can only be depreciated at the normal 


rate then $0.56 million must be added.to the costs 


* When interest payments are tax deductible the discount rate 
should be revised downwards. This would increase these present 
value estimates of costs. 
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listed under case 1 for all treatment programmes 
which include oxygen bleaching (Appendix G pp 15-29). 
(2) If capital expenditures for chemical recovery 
in the Abitibi mill can only be depreciated at the 
normal rate then $1.05 million must be added to 
the costs listed under case 1 for all treatment 
programmes which include chemical recovery 
(Appendix G, pp 27-28). 
These various considerations are reflected in Table VI 2 


under the heading "partial accelerated depreciation. The table .records 


the estimated cost to Eddy Forest Products and Abitibi, Iroquois 
Falls of the Ministry's recommended treatment programmes 
for these mills. ‘The costs are shown as present values at market 
prices, and as the reduction in the companies profits 
when full or partial accelerated depreciation is used. 

TABLE VI 2 


COSTS TO COMPANIES OF INSTALLING THE MINISTRY'S RECOMMENDED 
TREATMENT PROGRAMMES 


a 


Treatment 
Alternative Market 
Nos. Prices Cost to. the Mill M) 
(Ministry (Case Accelerated Depreciation 
Recommendation oa Full Partial 
Eddy Forest 
Products - Tos 9.07 3:04 3.04 
Espanola eo Sarge 1 eS Es Rs S 
Abit tbs 35 10.49 1.58 Ata 


Irogouis Falls 36 9.91 LS Pa Ti 
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A rough estimate of the cost to the industry of the 
Ministry's recommendations for pollution control may be 
obtained by applying the existing tax provisions to the 
market price estimates given in the Turner Report (p. 3). 
Using a discount rate of 15% and allowing for a 20% increase 
ins thes costs *o£f pol lutiont control, fromid97s-lo74,e the, present 
value of the Ministry's programme is $65.76 million. As 
‘the following section shows, the combined contribution 
of the provincial and federal governments in terms of tax 
Pavone foregone, is approximately 75% of the costs of 
pollution control. Therefore, the cost to the entire industry 
of the Ministry's current programme, in terms of the decline 
in the present value of post tax profits, is $16.44 million.* 
e. Cost to the Provincial and Federal Governments 

As explained earlier, the costs to government of pollution 
control in the pulp and paper industry can be identified 
as direct and indirect. 

With respect to the Ministry's current policy programme 
it is most unlikely that any mill would be forced to close 
because of pollution control and so there would be no 
indirect costs to government from this cause. Some indirect 


costs might be associated with the discouragement by the 


See footnote on page 334. More recent estimates of costs 


are reported in the Summary and Update. 
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Ministry of a mill expansion or the establishment of a new 
mill in Ontario but these costs are not considered here. 

By virtue of the Pollution Abatement Incentive ere! 
the Minister of the Environment for Ontario can refund 
the provincial retail sales tax paid on equipment purchased 
for the abatement of pollution or the treatment or disposal 
of waste. This amounts to revenue foregone of approximately 
$10 million, based on the estimate contained in the Turner 
Report of the costs of installing equipment to meet the 
Ministry's requirements for pollution control in the pulp 
and paper 4 Neate as 

In the absence of special depreciation allowances for 
pollution control, normal depreciation allowances would be 
permitted. The cost to government of full and partial 
accelerated depreciation is therefore the reduction in costs 
to the company when accelerated rather than normal depreciation 
is allowed. 

Given the prevailing rates of corporation tax (37% on 
taxable income at the federal level and 12% on taxable income 
at the provincial level) the provincial government bears 


32% of this cost and the federal government bears the remainder. 


7 : ; ‘ 
The Pollution Abatement Incentive Act Revised Statutes 


of Ontario, 1970 Chapter 352 as ammended by 1972, Chapter 
1, 8.) 22, Avuqust..1973:. 

jn The costs were raised by 20% to allow for cost increases 
between 1973 and 1974. 
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In terms of the two mills that were studied intensively 

the costs to the federal and provincial governments of 
implementing the province's requirements for pollution 
control may be derived by subtracting columns 3 & 4 of 
Table VI 2 from the figures for Case 3 given in the supple- 
ment to Appendix G. The present value of these costs, 
allocated to the two levels of government, are recorded in 
Table vI 3 where the cost to the province also includes 


refunded sales tax on capital expenditures for pollution control. 


TABLE VI 3 


THE DIRECT COSTS TO GOVERNMENT OF THE MINISTRY'S CURRENT 
PRCGRAMMES FOR TWO MILLS 


Costs to Government $M 
Treatment Alternative Nos. Full Accelerated Partial Accelerated 


(Ministry Recommendation) Depreciation Depreciation 
Prov. Fed. Prov. Fed. 

Eddy Forest Products 163 48 M35 48 eee 

Espanola 165 41 230 41 -30 

Abitibi 35 ia by oon 83 16 

Iroquois Falls 36 21 -90 eo i! 18 


It should be noted that the direct costs recorded in 
Table VI 3 are not the same as the decline in government 
revenues which would result from the installation by the 
two mills concerned of the Ministry's recommended method of 


pollution control. This can be estimated, in present value 
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terms by subtracting the cost to the companies of the 
pollution control programmes from the costs of these programmes 
at market prices. The results of such a calculation are shown 
in Table VI 4. 

TABLE Viva 
THE DECLINE IN GOVERNMENT TAX REVENUES RESULTING FROM THE 


ADOPTION BY TWO MILLS OF THE MINISTRY'S RECOMMENDED METHOD 
OF POLLUTION CONTROL ini" 


Revenue Foregone SM 


Treatment Alternative No. Full Accelerated Partial Accelerated 
(Ministry Recommendation) Depreciation Depreciation 

Prov. Fed... Prov: Fed. 

Eddy Forest Products 163 Poos Are Ole EOS 4.10 

Espanola 65 Le 324 0-62 324d 

Abitibi a5 Pape 2 Ke: 6.06" 2752 5s 

Iroquois Falls 36 230 eae aie 5.24 


In order to obtain a rough estimate of the costs to 
government, in terms of foregone revenues of the industry 
wide programme that is detailed in the Turner Report, the 
foregone revenues resulting from compliance in the Abitibi, 
Iroquois Falls and Eddy, Espanola mills can be taken as 
representitive of the whole industry. The ie of the 
costs of the four pollution control programmes shown in 
Table VI 2 is $9.26M. The average of the government's 
foregone revenues as shown in Table VI 4 is $2.22M for the 


Provincial government and $4.7M for the federal government. 


* 
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This means that the provincial government bears 24% of the 
costs and the federal government bears 51% of the costs. 

As explained in the previous section, the present value, 
at a discount rate of 15%,0f the cost of the industry programme 
recommended in the Turner Report (P. 3) is $65.76M, allowing 
for a 20% increase in prices. This is equivalent to an annual 
stream of costs extending over 25 years of $10.17M/year. 

Using the percentage share of the costs that were derived 
above, the provincial government's share of these Gosts would be 
$2.44M per year and the federal government's share is $5.19M 
per year.” 


ad. Economic and Social Effects on the Area Surrounding 
the Mills 


If the Ministry of the Environment was to use its 
extensive power under the Environmental Protection Act, 
to issue control orders and stop orders and to prosecute 
companies under the several provisions of the act that are 
detailed in Chapter II, then the closure of mills that would 
result would have Significant economic and social effects in 
many mill towns. This is particularly the case in those 


towns where the mill is the main employer in the area. 


See footnote on page 334. 
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The dependence of each community on its respective pulp 
and paper mill in terms of employment is summarized in 
Chapter V. It is notable that in 10 communities in Ontario 
pulp and paper mills are directly responsible for more than 
50% of the employment in the area, and indirectly responsible 
for much of the other employment. Permanent closure of any 
of these mills would necessitate evacuation of the towns 
unless alternative employment on a substantial scale was made 
available. 

It is apparent from the Ministry's past record of 
enforcement of the provisions of the Acts under which 
it operates that without a change of philosophy, as discussed 
in the Turner Report (pp 8-15), it is most unlikely that the 
Ministry would close a mill which failed to meet the specified 
environmental objectives. Consequently, no significant economic 
and social effects can be said to result from the Ministry's 
current policy as it is applied in practice. 

Regarding the Eddy mill and the Abitibi, Iroquois 
Falls mill, strict enforcement of the Ministry's policy would 
be most unlikely to force the mills to close. As Section F 
5, Chapter III, of this study shows, both mills appear 
to be in a strong financial position so that they would be 
able to bear the costs of meeting the Ministry's require- 


ments. 
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es Equity 

Considerations of equity can be based on various factors 
such as: 

—~ the extent of the environmental damages caused by 

the mill's activities 

- the profitability of the mill and/or its parent 

company 

~ the cost of pollution control at each mill 

- the importance of the mill to the local area 
The current policy of the Ministry is pragmatic in the 
sense that each of these considerations enters into the 
establishment of the Ministry's objectives for a mill and the 
pressure brought to bear by the Ministry on complying with 
the Ministry's requirements. By this means the Ministry 
seeks to achieve its over-all objective of raising the quality 
of Tater in Ontario without treating any particular mill with 
undue harshness. 

Despite the good intentions which underline this policy 
it does give rise to some apparent inequities. An analysis 
of the data in the Turner Report reveals that the cost 
per lb/day reduction in BOD, that is implied by the 


Ministry's requirements for each mill ranges -from $36 at 
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Domtar Packaging Ltd., Trenton to $200 at The Ontario-Minn- 
esota Pulp and Paper Co. Ltd., Kenora. Notwithstanding the 
fact that part of this disparity can be accounted for by 
reductions in other kinds of pollutants besides BOD,, and 
bearing in mind that these costs have increased since 
April 1973, when they were estimated, it is hardly equitable 
to require one company to spend money on pollution control 
at a cost per unit of reduction in BOD, of 6 times that is 
required of another company (Note that these are pre-tax 
figures. The post-tax disparities, however, are likely to be 
just as large). 

It might be argued that BOD, is not an adequate measure 
of the environmental impact of a mill's effluent and that 
a broader view of the matter would show that although $1/1b. 


of BOD. reduced varies greatly from mill to mill, $l/unit 


5 
of environmental impact reduction is roughly the same. If 
this is the case, and nowhere has it been demonstrated, then 
the Ministry's programme for pollution control at the Ontario 
mills could be said to be equitable in that the Ministry is 
imposing equal costs on mills responsible for equal environ- 
mental impacts. 


By relating the cost per lb. reduction in BOD,. data 


from the Turner Report to the water quality data contained 


a oY ta yam ere 


- 344 - 


in chapter IV and Appendices E and F, it transpires 
that no systematic relationship exists between the costs 
that the Ministry seeks to impose on each mill for a unit 
reduction in BOD, and the consequent improvement in water 
quality. "it vseenot "possible, “therefore,”to describe the 
Ministry's current programme as equitable in these terms. 

In view of the Ministry's reluctance to impose its 
will in the case of a barely profitable mill, the de facto 
policy of the Ministry, to require expenditure on pollution 
control only by companies that are sufficiently profitable 
to afford it, might be regarded as equitable. This criterion 
of equity is certainly isa Sonite when the effects on those 
people who rely on the mills for their livelihood are con- 
sidered, but this is not central to the problem of equity 
among mills. Profitability arises in another connection 
however, in that the Federal and Provincial Governments, 
by means of the accelerated depreciation on pollution control 
expenditures, share a substantial part of these costs 
imposed on mills, but only if the mills are making sufficient 
profits to allow them to depreciate their expenditures rapidly. 
It. does not seem equitable for the two governments to give 


the greatest financial assistance to the most profitable 
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companies, but that is the way the current policies 
operate. With reference to the Eddy mill at Espanola 
and Abitibi, Iroquois Falls, taking account of tax deductions 
and operating costs (both of which are omitted from the Turner 
Report), the relevant data pertaining to the above arguments 
are displayed in Table VI 5. 

TABLE VI 5 
A COMPARISON OF THE GOVERNMENT AND COMPANY COSTS OF THE 


ADOPTION OF THE MINISTRY'S RECOMMENDED POLLUTION CONTROLS 
AT TWO MILLS * _ 


Decline in SM S/1b, BODs 
Treatment Post Reduction Reduction 
Alternative Gov't Tax in BOD, “eels Ga Lae 
Nos. Revenues Profits Tons/Year Gov't. Mi 
Eddy Forest 
Products 163 4.84 4.23 8,057 230 26 
Espanola 165 3.99 3256 T2033 28 125 
Abitibi - 25 Seo. 1.58 Lo pO LS PAS. Paes: 
Iroquois 
Falls 36 8.76 LS P5978 «27 .04 


Table VI 5 shows that the current policy as applied 
to these two mills involves the government in taking a 
much larger share of the costs of the Abitibi mill at Iroquois 
Falls than of the costs of Eddy mill at Espanola. (Both 
companies are assumed to be able to take full advantage of 


all the tax provisions). It is hardly likely that this was 


See footnote page 345, 
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intended by the provincial or federal authorities and 
does not seem to satisfy any criterion of equity. “The 
only relation that is remotely consistent in this com- 
parison of the two mills is the governments' contribu- 
tion per pound of reduction in BOD,. Tt paLtcialeac— 
celerated depreciation was used to bring the governments' 
total contribution to each mill more into line (since 
it only reduces the governments' contribution to Abitibi's 
costs) then this would increase the difference in con- 
tribution per pound of BOD. reduced that is shown in 
Table Wg Ds 

There remains one important point relating to the 
equity of the Ministry's current policies as among 
Ontario's pulp and paper mills. It has already been 
stated that the Ministry's policy is a process of constant 
negotiation and revision of mill requirements. Conse- 
quently, the equity of this policy could be more adequate- 
ly assessed over time and not merely at a point in time 
as has been attempted here. This is particularly relevant 
if equity is defined in terms of the total expenditure on 
pollution control at each mill since the disparity in the 
Ministry's requirements for each mill might reflect past 
expenditures by some mills which have not been matched 


by the others. 


ta 


The limited data that are available in the Turner Report 
on the cost of treatment already installed do not support 
this hypothesis, though it is recognized that the data are 
incomplete since the extra costs involved in building in 
pollutionscontrol at the outset .rather than adding Lt on 
are not recorded. | 

Turning now to the equity considerations as among 
industries rather than mills, it is the case cae the Ministry's 
policy towards the pulp and paper industry is part of a general 
approach to water pollution problems from all industries in 
Ontario. On these grounds, therefore, it can be argued that 
from the Ministry's point of view each industry in Ontario 
is subject to similar requirements. 

The perception of the pulp and paper industry of the 
Ministry's policy, however, may well differ from the Ministry's 
own perception since the Ministry is seeking much greater 
expenditures on pollution control by the pulp and paper 
industry than by any other industry. This is because the 
pulp and paper industry is responsible for a disproportionate 
share of the water pollution in Gueseicee Nevertheless, the 


pulp and paper industry is reluctant to incur costs which 


9 Status of Industrial Water Pollution Control in Ontario 
as of December 31, 1973. Industrial Wastes Branch, 


Ministry of the Environment, June 1974. 
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are not required of other industries whatever the reason 
happens to be. The industry's representatives have called 
for a greater contribution by the government towards the 
costs of pollution control, but as has been shown above, 
the industry is already relieved of a substantial share of 
the costs by virtue of the tax provisions that apply to 
expenditures on pollution control. 

The other aspect of equity among industries relates to 
the treatment of the Ontario pulp and paper industry compared 
with the treatment of the pulp and paper industry elsewhere 
in Canada and in other countries. As section E-5 in 
Chapter III shows, the existing pollution control policies 
in Ontario are not necessarily more strigent than those 
being imposed in U.S.A., Sweden, Quebec and British Columbia. 
Nor does it appear that the level of pollution control expenditures 
required for Ontario mills are any greater than those required 


in these other jurisdictions. 
bie Administration 


The administration of the Ministry's current policy 
is the responsibility of the newly formed Pollution Control 
Branch which works in close co-operation with the Regional 
Offices of the Ministry. Mills are required to monitor their 
own effluents and to submit monthly reports to the Ministry 


which can check the reports by taking its own samples. 
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The practice of working closely with each mill without 
public observation, let alone participation of the process, 
has left the Ministry open to accusations of "being in bed 
with the do npAnEberae Whether or not this is the case, the 
method of administering the Ministry's current policy makes 
it impossible for the Ministry to refute this charge. 

At a more technical level, the administration of a policy 
which involves the establishment of a pollution control 
programme for each mill, in a way that takes account of all 
the considerations that were mentioned earlier, requires 
intimate knowledge of each mill and each company. This is 
part of the rationale for the present study which was conceived 
in order to increase the Ministry's information about some 
of the economic and social aspects of the Ontario mills. 

As is explained more fully elsewhere, the necessary data 

were often impossible to obtain from any source, and much 

of the available data came from the mills themselves. 

For the time being therefore, the Ministry will continue 

to depend on the mills for much of the economic and environmental 
data which it needs for the successful implementation 

of its present policy. The reliability of this data may become 


questionable if, at any time, the Ministry should adopt 


10 : 
Environment on Trial Ed. David Estrin and John Swaigen 


Canadian Environmental Law Association 1974 
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a firmer line in imposing its requirements on the mills. 
And in the event of court proceedings it is questionable 
whether data that were not checked independently by the 
Ministry could be successfully used against ‘the mill 
responsible for its collection. (These legal issues have 


been more fully explored in Chapter II). 


Cs. AN ALTERNATIVE POLICY PROGRAMME EMPLOYING A CONVENTIONAL 
EFFLUENT CHARGE 


1. General Description 


This section is devoted to an analysis and assessment 
of policy programmes which incorporate an effluent charge of 
the conventional type. The concept of an effluent charge has 
a well established place in the economic theory of pollution 
control. In its simplest form, companies would be liable 
for a payment to the government according to the amount 
of effluent they discharge. In a more sophisticated version 
this payment might also be dependent on the quality and 
composition of the effluent, the fluctuations in its flow, 
the time at which it is discharged, and the state of the 
receiving water and its alternative uses. 

The basic principle for setting the effluent charge is 
that it should be directly related to the damage caused by 


the effluent. If the damage per unit of effluent can be 
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measured in monetary terms then it is conceptually simple 
to set the appropriate charge. This charge will then act 
as an incentive for companies to reduce the effluent 
loading for which they are responsible. Providing it is 
cheaper for a mill to install pollution control equipment 
than to pay the effluent charge, and this depends on the 
size of the charge and the cost of pollution control, 

the firm will reduce its discharge of effluent rather 

than pay the charge. This does not mean, of course, 

that a mill will either curtail its pollution completely 
or pay the charge and continue to discharge as before. 

A company which seeks to incur the lowest costs possible for 
a given level of production will attempt to find a balance 
between pollution control and payment of the effluent 
charge. 

This general description of an effluent charge should 
not obscure the fact that effluent charges can be designed 
in many different ways to serve a variety of purposes. Some 
of these possibilities will be introduced in the following 
sections, and Table VI 6 summarizes the principle purposes 
that can be served by different formulations of an 


effluent charge. 
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2. ASSESSMENT 
a. Environmental Effects 

It was noted above that there are several bases on 
which an effluent charge can be levied. If each of these 
bases is regarded as a characteristic or combination of 
characteristics of the effluent then an effluent charge 
will tend to discourage the particular Sia naeeanseeics of 
the effluent which are penalized. Thus, if a charge is 
levied solely on the guantity of the effluent, companies 
may be expected to reduce the quantity of effluent they dis- 
charge. At the same time, however, they may well be induced 
to increase the concentration of contaminants in their 
effluent flow. If this happens then despite the decrease 
in the quantity of effluent discharged, the environmental 
effects of the more concentrated effluent may be more serious 
than the effects of the greater quantities of the more dilute 
effluent. 

The question that has to be addressed therefore, is 
whether a particular formulation of an effluent charge is 
likely to induce changes in the quantity, quality and 
timing of the effluent flow that will reduce or increase the 
environmental effects of the effluent? If the effluent charge 


is effectively related to damage caused., then the likely 
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result of an effluent charge is:to,reduce the damage. In 

the event that no convenient, unambiguous measure of 

damage is available (e.g. a dollar measure), then an 

effluent charge based on the primary damage causing 
characteristics of an effluent is the next most likely to 
induce a reduction in the environmental damage. As the basis 
of the effluent charge becomes less inclusive then the danger 
increases that companies will respond by modifying their 
effluent in a way that is environmentally harmful. 

‘A popular base for an effluent charge in the extensive 
literature on the subject is biological oxygen demand. (BOD,). 
For the reasons discussed it would be preferable to apply 
the charge to a weighted sum of BOD, and other easily measurable 
characteristics of the effluent such as suspended solids 
and flow. However, for the purpose of examining the effect 
of an effluent charge on the mills at Espanola and Iroquois 
Falls, it is necessary to restrict the scope of the charge 
nee) BOD, since this is the only parameter for which data are 
presently available for both mills. 

Table VI 7 presents data that are drawn from Appendix G. 
The top section of the table applies to the Eddy Forest 
Products mill and bottom section applies to the Abitibi 


mill. The pollution control programmes, which are referred 
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to by their Alternative Numbers, are the cheapest ways 

for the mills to achieve progressively greater reductions 
et their discharge of BOD,.. Costs are measured in terms of 
an equal annual payment over 25 years waren has the same 
present value, at a 15% rate of discount, as the programme 
costs recorded in Appendix G. (Note that in Table VI 7s 
the costs are based on Case 1 but with normal depreciation 
period for oxygen bleaching and chemical recovery.). The 
negative costs of most of the programmes for the Eddy mill 
reflect the substantial profitability of installing oxygen 
bleaching. The effect on the costs to the mill of different 
rates of effluent charges levied on BOD, discharged is shown 
in the last 6 columns of Table VI 7. Each figure in these 
columns shows the equivalent annual cost to the company, 
over 25 years, of a particular pollution control’ programme 
in conjunction with a specified rate of effluent charge. 


Thus, programme 146 and an effluent charge of 4 cents/1l1b. 


BOD. would cost Eddy Forest Products $12,000/year for 25 years. 


a 
It is possible, therefore, to determine what programme of 
pollution control each mill will select in order to minimize 
its combined costs of installing equipment and payment’ of the 


charge for any of the 6 rates of effluent charge considered. 


For example, if an effluent charge of 2 cents/1b. BD. were 
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imposed Eddy Forest Products could minimize its costs by 
implementing programme 68, thereby reducing its daily discharge. 
of BOD, from B52 Wittens itoild:. Pistons. CeSamilarivly /WAbItibi 
could respond to an effluent charge of this magnitude by 
selecting programme 3, and so minimize its combined effluent 
control and effluent charge costs. 

On the assumption, then, that the pulp and paper 
companies seek to minimize the costs they incur ec their 
production of marketable products, it is possible to predict 
the effects on BOD, discharges of various rates of an effluent 
charge. With respect to the Eddy mill and the Abitibi mill, 
Table VI 7 shows the pollution control programme and consequential 
BOD, discharge that minimizes the companies' costs when an 
effluent charge is imposed. These minimum costs for 
each rate of effluent charge considered, are shown in parentheses. 

It is evident that higher effluent charges tend to 
encourage increased expenditures by a company on pollution 
control. This is because the higher the effluent charge, 
the more worthwhile it is for a company to install expensive 
equipment in order to reduce its effluent discharge and hence 
the payment due on the discharge of effluent. It follows, 


therefore, that to achieve a desired level of water 


qualstyviat aliparticular: milic location, the size jof ‘the 
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effluent charge can be set so as to induce the pat so Den 
reduction in effluent from the mill, providing that a technically 
feasible system of pollution control can secure the required 
improvement in the effluent. For example, there exists a 
dissolved oxygen sag over the 32 miles of the Spanish River 
below the Eddy mill at Espanola (see Table IV 3). If the 
Ministry's requirement of a reduction in BOD, loading to 

5 tons/day was met it would eliminate the dissolved 

oxygen sag and the water would be compatible for normal uses 
(although some fish tainting would remain). To achieve this 


level of BOD, by means of an effluent charge, Table VI 7 


shows that the charge would have to be set at 8 cents/1b. 
BOD, - This would induce the company to minimize its costs 
by installing pollution control programme number 1AGRFwhich, 
at .Seoe.itons BOD, /day, comes reasonably close to the Ministry 
requirement. (A charge of at. least 15 cents/1lb. BOD. would 
be necessary to induce the firm to select pollution control 
programme number 205 over 146). 

There is also a marked dissolved oxygen sag for 25 
miles below the Abitibi mill at Iroquois Falls. A reduction 


to 7.5 tons/day of BOD. discharged, as required by the 


2 


Ministry, would eliminate this sag and there would be an 


immediate improvement in the water quality, despite the 
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continued existence of the suspended solids accumulation. 
Table VI 7, however, shows that none of the pollution control 
programmes considered feasible for this mill can reduce 
BOD, to 7.5 tons/day, although two of the programmes, numbers 
20 and 16, can more than meet this g@bjective. An effluent 
charge at 8 cents/lb. BOD, would imply cost minimization by 
the selection of programme 20, which is also the cost min- 
imization programme for an effluent charge of 5 cents/lb. 
BOD, - (An effluent charge of 18 cents/1b. BOD, would be needed 
to make programme 16 less expensive for the company than all 
other programmes). 
>. Cost. te the jCompany 

The cost to the company of an effluent charge includes 
the cost of the pollution control which the company is induced 
to install so as to reduce its liability for the effluent 
charge, and the payment of the charge on the residual 
effluent. 

As explained in the previous section, the likely 
response of a company to an effluent charge depends 
on the technically feasible pollution control options open 
to the company, their cost, the rate of the effluent charge 


and the characteristics of the effluent that are assessed 


for the charge. The importance of these factors is shown 


cn moist Ohees 


very clearly in the analysis of the Eddy mill at 

Espanola and the Abitibi mill at Iroquois Falls. 

Table VI 7 showed how the least cost, technologically 
feasible, pollution control programme for each mill varied 
with the rate of the charge levied on the BOD, content of 
the mills effluents. 

The costs in Table VI 7 were based on a specified set 
Of tax’ provisions, (a.e. accelérated LOE ote allowed on 
the scapital. costs of pollution control; excepts tor the 
installation of oxygen bleaching and chemical recovery, which 
are assumed to be subject only to normal depreciation). 
tn) Table VL 8, whieh, temin four parts, “three additional taxation 
possibilities are allowed for: 

- the company has no taxable income over the life of the 
equipment (Case 2) (i.e. the company cannot take advantage 
of the depreciation allowances). 

- only normal depreciation of the equipment is allowed 
(Case 3) 

- all capital expenditures on pollution control, including 
oxygen bleaching and chemical recovery, may be written-off 


over 2 years (Case l). 
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The table shows, for each of the four configurations 


of taxes, the costs to the companies of various rates of an 


effluent change on BOD... These costs are based on the 


5 


assumption that, in response to the taxes and effluent 


charge, the companies adopt the programme of pollution control 


which will minimize their combined costs of pollution conzrol 


and payment of the effluent charge. 


Table VI 8 reveals several interesting points about the 


ways in which taxation and an effluent charge combine to 


affect the decisions a company may make concerning 


pollution control. 


Reading across the four parts of the table one can see, 


for each rate of effluent charge in column 1 and each of the 


four’ tax situations: 


(1) 


(2) 
(3) 


(5) 


the least cost pollution control programme at each mill 
fcolomne 2 9,12, 017 1 


the resulting BOD. loading (columns 3, 8, 13, 18) 


5 
the equivalent annual cost to the companies of installing, 
operating and maintaining the equipment (columns 4, 23 
15,215 


the annual cost to the companies of paying the effluent 


charge (columns 5, 10, 15, 29) assuming each mill operates for 350 days 


per year 


the combined annual cost of the pollution control programme 


aS OOH = 


and the payment of the effluent charge (columns 6, 11, 

ef oe de 

The results are displayed, from left to right in ascending 
order of the taxable allowances available to the companies. 
This makes it possible to assess the different extent to 
which these allowances relieve the companies of the costs 
involved in pollution control, with and without an effluent 
charge. 

To facilitate interpretation of Table VI 8 it is help- 
ful to begin by taking each mill separately. Then, for 
each mill, it is useful to examine the effect of the various 
depreciation allowances holding the effluent charge constant, 
and the effect of the different rates of the effluent charge, 
holding the depreciation allowance constant. To do the former 
it is necessary to read the table across the rows, and to 
do the latter, one must read down the columns of the table, 
one part at a time. 

The first row of Table VI 8 shows the costs to Eddy 
Forest Products of the least cost pollution control alternative 
under increasingly generous systems of depreciation allowances, 
with a zero effluent charge. It is striking that the Eddy 
mill seems to be best favoured by having no taxable income 


(which is equivalent to being unable to take advantage of 
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depreciation allowances). With no effluent charge the 
least cost option available to the company under the four 
tax situations involves the company in annual costs ranging 
from - $605,000 to - $478,000. The minus sign indicates a 
negative cost which is the same as a profit. This is 
because the installation of oxygen bleaching at the mill 


would be a profitable way of reducing the mill's BOD. loading. 


5 
In these circumstances the assumption that the mill has no 
taxable income over the life of the equipment means that 
it is not subject to profits tax even though its costs 
decline when oxygen bleaching is installed. Thus, even 
though the company cannot utilize the depreciation 
allowances since its taxable income is assumed to be zero, 
(which requires the assumption that some other factor 
just balances out the cost reduction due to oxygen bleaching), 
this disadvantage is more than outweighed by the fact that 
the company does not incur an increase in its payment of 
profits tax as a result of the decline in costs. 

In the other three tax situations the result is as 
expected. The more favourable depreciation allowances 


of Case 1 over Case 1* and Case 1* over Case 3 do favour the 


company. Indeed with an effluent charge of 2 cent/lb BOD,, 


—ooG=— 


the cost to the company of its least cost option is less 
when full accelerated depreciation prevails (column 21) than 
when the firm has no taxable income (column 6). .It is no 
longer the case that the exemption from the profits tax out- 
weighs the advantages of the full accelerated depreciation, 
though it continues to outweigh the gains from the other 
systems of depreciation. 

In terms of the degree of effluent control that the 
company is induced to install, assuming all the time that 
the company seeks to minimize its costs, it is apparent that, 
for any rate of effluent charge, the company tends to reduce 
its BOD, loading as the depreciation provisions become more 
generous. Thus, at an effluent charge of 2 cents/lb. BOD,» 
the least cost option for the mill involves a BOD, discharge 
of 22.91 tons per day when it has no taxable income, and 
therefore no depreciation allowance, and a BOD. discharge of 
10.11 tons per day when it can use either partial or full 
accelerated depreciation. In these last two cases, the pro- 
vision of full accelerated depreciation rather than partial 
accelerated depreciation does not induce any more pollution 


control, but it does relieve the company of costs whose 


equivalent annual value is $86,000/year. 
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For each of the four systems of depreciation allowances 
an increasing rate of effluent charge tends to encourage a 
greater degree of pollution control. This is seen by reading 
down columns’ '3,°°8,. 13,, and 162 

When the interaction of the depreciation allowances 
and the different rates of effluent charge is considered, 
raising the rate of effluent charge tends to be more effective 
in reducing effluent the more favourable are the depreciation “4 
allowances. This is because the depreciation allowances make 
the cost to the firm of additional pollution control less 
expensive than it would otherwise be. The expenditure required 
to reduce the BOD, loadings of the mill are more likely to 
be less than the increased cost of paying an effluent charge 
if the rate of charge is increased, the smaller is the share 
of the cost of pollution control that is borne by the mill. 

The least cost options available to the Abitibi mill, 
Which are detailed in Table VI 8, reflect an overall pattern 
very similar to the options already discussed for the 
Eddy mill. The absence, however, of any really profitable 
way of reducing pollution at this mill means that for any 
particular combination of effluent charge and depreciation 
allowance, Abitibi must incur far greater costs than Eddy ‘ 


Forest Products. (The installation of a chemical recovery 


= 
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plant does show a small profit if full accelerated depreciation 
prevails). Compare, for example, the least cost alternatives 
for each mill when partial accelerated depreciation is 
allowed and an effluent charge of 2 cents/lb. BOD, is 
imposed. The Eddy mill can reduce its annual operating costs 
by $387,000 per year and pay $142,000 per year in effluent 
charges, giving an annual net gain to the mill of $246,000. 
Titescdain ts due, or course, to the profitability of 
installing oxygen bleaching which constitutes a part of 
pollution control programme number 68. The Abitibi mill has 
no such profitable possibility and so the same rate of effluent 
charge and depreciation allowance involves an annual cost 
to therm. ior "$372,000 made -up of "Si34',000 'in pollution 
control costs and $238,000 in effluent charges. 
c. Cost to the Provincial. and Federal Governments 

The cost of an effluent charge to the two senior levels 
of government depends on how the revenues from the effluent 
charge are shared between them, and on the nature of the 
depreciation allowances that are permitted. For the purposes 
of this discussion it is assumed that the Provincial Govern- 
ment imposes the effluent charge. 


In order to estimate the cost to government of particular 


combinations of effluent charge rates and favourable 
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depreciation allowances, it is necessary to take account 
of the change in pollution control programme that these 
policies may induce. For example, Table VI 8 (iii) indi- 
cates that programme number 12 is the least cost option 
for the Eddy mill if an effluent charge of 1 cent/lb 
BODs is imposed and partial accelerated depreciation is 
allowed. If only normal depreciation is allowed and the 
same effluent charge prevails, then the least cost pol- 
lution control programme for the mill changes to number 
11. Therefore, estimation of the cost of government of 
an effluent charge of 1 cent/lb BODs and partial acceler- 
ated depreciation allowances must be based on the dif- 
ference in the costs to government that are associated 
with the change in the companies' pollution control pro- 
grammes brought about by the selection of the policy. 

The costs to the provincial government of different 
rates of effluent charge in conjunction with various forms 
of depreciation allowances may be approached in two ways: 

(1) The net change in the governments' fiscal posi- 
tion can be estimated. To do this account must be taken 
of the revenue from the effluent charge and the tax re- 
venue foregone as a result of the companies' expenditure 


on pollution control. 


(2) The change in government revenue from the special 
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provisions for pollution and its control may be esti- 
mated. This approach begins from the existence of 
normal depreciation and only accounts for revenue fore- 
gone, because of accelerated depreciation allowed on 
pollution control equipment. This revenue foregone 

is added to the sales tax refund and the revenue from 
the effluent charge to arrive at the net cost to govern- 
ment of the combined programme. 

Table VI 9 displays data that permits both formu- 
lations of cost estimates for the Abitibi mill at 
Iroquois Falls. The relevant totals for each formulation 
are listed as totals a and b for the provincial and 
federal governments, respectively. The decline in Cor- 
poration tax revenues is allocated 32% to the provincial 
government and 68% to the federal government. The only 
systematic relations between the various combinations of 
effluent charge and depreciation allowances that is re- 
vealed in Table VI 9 is that which shows that the costs 
to both levels of government as measured by totals a and 
by epecome greater through sections VI 9 1 7; VIe9 111], 
and VI 9 iii . This simply shows the extent to which 
more favourable depreciation allowances shift the expense 


Of “polzution control: from the ‘company to the: government: 
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It is striking that even with full accelerated 
depreciation, the provincial government's fiscal position 
improves significantly if an effluent charge of 4 cents/l1b 
BOD, is selected. The provincial government would receive 
$181,000 annually if the charge was imposed and full accelerated 
depreciation was allowed. This is a gain of more than $200,000 
over the other rates of charge. (The reason being that the 
revenue from the effluent charge is comparatively great 
even though it fails to induce any more pollution control 
than a zero rate of charge.) 

These figures illustrate the danger that some critics 
of effluent charges have pointed out. The scheme could 
become such a potent source of government revenue that it 
might evolve into an instrument for fund raising rather than 
for pollution control. The results of the analysis that are 
displayed in Table VI 9 show that this criticism need not 


be without foundation. 


ai Economic and Social Effects on the Area Surrounding 
the Mills - 


The really fundamental issue with respect to the 
local repercussions of any pollution control policy is whether 
the implementation of a policy will lead a mill to close. 


The most obvious indication of whether a mill will remain 
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viable after the implementation of an effluent charge 
policy is the expected future profits of the mill, net of 
all the mill's expenses incurred because of the pollution 
CcOnEEGL*pobicyy *Onlyubiathis Inetvprofperis expected to be 
positive will the mill remain in operation and even then, 
the net profit must be sufficient to justify the use of the 
capitalsthateis«tied sup in ithesmilly Lif sthevcapitelsaculka 
earn a bigger profit elsewhere, possibly because of more 
lenient pollution control requirements in other regions, 
then the mill may close down in response to a pollution control 
policy that is especially costly to the company concerned. 

Section F-4 in chapter III contains estimates of the 
revenues, costs and profits for 1971 of each of the mills 
in Ontario. As rough as these estimates are, they do show 
that in 1971, which is widely regarded as a bad year for the 
industry, many of the mills made very substantial profits. 
These include the Eddy mill at Espanola and the Abitibi 
mill at Iroquois Falls. 

However, the ability of these two mills to bear the 
burden of an increase in their costs due to an effluent 
charge, is not the same. This is because, as columns 16 
and 21 of Table VI 8 show, the costs to the mills of various 


rates of effluent charges are very different. Whereas 
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$460,000 is the maximum increase in Eddy's annual costs 
under partial or accelerated depreciation for any effluent 
charge up to 10 cents/1lb. BOD, the Abitibi mill will “incur 
annual costs well in excess of this for an effluent charge 
of 4 cents/1b BOD, with partial accelerated depreciation and 
8 cents/lb BOD, with full accelerated depreciation. 

This very substantial difference in the costs to be 
incurred by the various mills in Ontario as a result of an 
effluent charge may very well limit the size of the 
effluent charge, if all mills are to be subjected to the 
same charge. Although only two mills have been examined 
at all closely, it is reasonable to suppose that an effluent 


charge of only 1 cent/l1b BOD, could impose a serious financial 


3 
strain on those mills which are only marginally viable. If 
the closure of such mills is to be prevented then an 
effluent charge, if it is to be considered at all, would have 
to be set at 1 cent/1lb BOD, Or less, assuming that each mill 
is to be subjected to the same charge. 

There are, however, some important variations in the 
design of an effluent charge system that can be used to 


achieve the level of pollution control brought about by a 


higher rate of effluent charge, without placing an undue 
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financial burden on those mills which are barely viable. 
In section 4 of this Chapter, a particular formulation of an 
effluent charge is proposed which would provide a significant 
economic incentive for mills to install pollution controls 
without threatening the viability of the mills to the 
same extent as the charge scheme that has been examined 
here. 
e- Equity 

Depending on the chosen criterion of equity, an 
effluent charge may seem very inequitable or very equitable. 
Quite clearly, an effluent charge that is uniform among all 
mills does not impose the same costs on each mill, either 
in terms of the payment of the charge or the costs to the 
mills of installing equipment to avoid the charge. On the 
other hand, the imposition of an effluent charge at the same 
rate for each mill would mean that all mills face the same 
price for discharging effluent, in the same way as they 
face similar prices for all the other inputs that their mill 
operations require. Indeed, differences in the prices of 
inputs are often a source of complaint by businessmen who 
object when their competitors can obtain inputs at 
lower prices. This is particularly the case when these are 
prices for inputs over which the government has some control 


such as power costs and freight rates. By the same token, 
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therefore, a uniform effluent charge among mills could be 
regarded as an equitable arrangement. 

One problem with this, however, is that the actual 
choice of the characteristics of the effluent which are to 
be included in the effluent charge,and the relative 
weighting of these characteristics, will favour some mills 
as against others. Furthermore, mills may argue that the 
damage done by their effluent discharge may be less than 
that for other mills, measured on a pound for pound basis. 
An effluent charge based on damage would overcome this 
objection though as noted previously such a basis for. 
an effluent charge is not a practical possibility. Con- 
sequently, on grounds of equity alone it may be necessary 
to supplement an effluent charge with other policy 
instruments so that the comparatively favourable treatment 
of some mills, merely because of the nature of the effluent 
charge, is compensated by the use of these other policies. 

The effluent charge that was examined in the context 
of the Eddy mill and Abitibi mill, was supplemented 
by various forms of depreciation allowances. These too 
can be assessed in terms of equity and it is apparent that 


they do not benefit all mills equally. First of all 
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accelerated depreciation only aids those mills which are 
making profits. Moreover, accelerated depreciation only 
serves to reduce the capital costs of pollution control and 
not operating and maintenance costs. Since mills have 
different pollution control options available, those which 
can make greater use of capital intensive options as opposed 
to labour intensive options will receive greater government 
assistance than those mills which have better labour intensive 
options. 

Any serious attempt by the government to deal with the 
problem of water pollution in Ontario is bound to involve 
the pulp and paper industry more than anyother...) ‘This sie 
because the pulp and paper industry is responsible for such 
a large proportion of the water borne wastes discharged in 
the Province. Consequently, an effluent charge applied to 
all industries which discharge wastes, and possibly to municipal- 
ities too, would be likely to penalize the pulp and paper industry 
more than any other. To apply an effluent charge only to the 
pulp and paper industry would accentuate this difference 
and might very well be regarded by the industry as unfair. 

The crucial factor, as far as the industry is concerned, 
is the costs it must incur as a result of this or any other 
pollution control policy. Effluent charges cannot be ruled 


out on these grounds alone since the costs to the industry, 
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and to the companies which compose it, vary tremendously 
with the rate of the effluent charge, and the availability 
of favourable depreciation allowances. Therefore, the 
question of equity and effluent charges can only be assessed 
in terms of a particular programme, Such a programme may go 
beyond that which has been considered so far in this study, 
£0 include capital grants and other such means of lessening 
the. costsmceor tne industry. Only whenvit Es ‘cast insthese 
specific terms is there any hope of coping with the complex 
issue OLrmequuty . 
£3 Administration 

The difficulties in administering an effluent charge 
depend on the nature of the effluent charge. In Table VI 6 
four bases for an effluent charge were considered in terms 
of the purposes they could serve. The administration of these 
four forms of effluent charge becomes progressively more 
difficult and costly as the base of the charge is expanded 
from the quantity of ene effluent to the damage caused by 
the effluent. 

The key factor is the ease with which the effluent 
can be monitored for purposes of the charge. A system 
which relies on the mills to monitor their own effluent, 
with spot checks by the Ministry, would seem the most 


practical method and would not be inconsistent with the 
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Ministry's existing policy nor the standard means of 
assessing and collecting corporation taxes. Since 
the mills already submit monthly effluent data to the 
Ministry, including data on hourly flows, daily BOD, 
and suspended solids, and several other measures as 
specified by the Ministry, these data could be used for 
charging purposes. This would require a change in the 
legal status of the data, which are only supplied ona 
voluntary basis at the moment, and there would have to be 
serious penalties imposed for deliberately falsifying the 
REPOEtsS . 

These penalties would be unlikely to eliminate 
all such falsification, since the incentive to cheat could 
be quite high with only a moderate effluent charge. Neverthe- 
less, as in so many other areas of government regulation, 
Some reliance must be placed on the integrity of the professionals 
involved in gathering the necessary data. Furthermore, the 
use of automatic monitoring equipment would increase the 


reliabifityyoet theudata. 
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Under these circumstances, an effluent charge which is 


introduced to complement the existing Ministry policies 


a CN ie -~ : ae: 


for pollution control seems to be a practical policy 


instrument worthy of further consideration. To this end, 
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Section E contains a discussion of two effluent 
charge schemes which are specifically designed to overcome 
some possible objections to the schemes examined in 


Ghirs section: 


DB. DIRECT FINANCIAL ASSISTANCE PROGRAMMES 
1. General Description 

In the previous sections considerable attention was 
paid to the effects of different forms of depreciation 
allowances, and especially the extent to which these 
allowances reduce the costs of pollution control to companies. 
Depreciation allowances may be regarded as indirect forms 
of financial assistance since they work by reducing the taxes 
paid by the company, but are not a direct reduction in pollution 
eontnol costs: 

In this section geveral forms of direct financial assistance 
are considered. These range from completely repayable loans 
at competitive rates of interest to outright grants. The 
effects, costs and administration of any particular financial 
assistance programme depends on the extent to which it is a 
mix of a loan and a grant. Because of the wide variety of 
direct financial assistance programmes it is not feasible 


to analyse these programmes with the categories used in 


- 265 = 


previous sections and so the discussion will be kept ata 


more general level. Although no particular financial assistance 


programme will be examined in detail, the section will have 
relevance to a broad range of such programmes. 
2. Assessment 


a. Financial Assistance As a Stimulus to Pollution 
Control 


eat talkin ee Ce Le ene Ty 

Financial assistance will only lead to more pollution 
control by companies if the assistance overcomes the par- 
ticular obstacle that is preventing the company from taking 
action. For example, if a company resists any expenditure 
on pollution control which is not profitable, then nothing 
less than a grant for 100% of the costs of pollution 
control will induce the company to act. 

At the other extreme, there may be a company which is 
perfectly willing to incur the costs of pollution control 
but is unable to raise the necessary funds from private 
sources. In this case a loan from the government at 
competitive interest rates will be sufficient to bring about 
the pollution control. 

In between these two extreme cases there are several 
important possibilities. If a company is being subjected 


to pressure from the Ministry to install pollution control 
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equipment, then the offer of some sort of grant might be 
sufficient to obtain the campany's compliance with the Ministry's 
requirements. Such a grant might be a loan at a 
subsidized interest rate or the provision of non-repayable 
fundseto, offsets partvof the: costs) for, pollution, control. 
It remains true, however, that the profit orientated company 
is unlikely to respond to this form of partial subsidy unless 
the government is also coercing the company by other means, 
such as the threat of legal action or a direct economic 
incentive. 

One problem with loans, whether or not they are at 
reduced interest rates, is that companies may be concerned 
about their ratio of debt to equity, and will not want this 
upset by taking on an additional loan. The reason for this 
is that the more debt a company has in relation to its equity, 
the larger are the payments of interest to which it is committed. 
This can prove dangerous for a company, particularly in an 
industry like pulp and paper, which is aecustomed to a succession 
of good and bad years. In the bad years when profits are 
low the company still has to meet its debt obligations and 


this may impose an untenable burden on the company. 
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This concern of companies with debt equity ratios may 
weaken the effectiveness of a loan programme. It is possible, 
however, to construct a loan programme which overcomes this 
proptem.c All that “ts necessary is that the repayment of the 
loan including the interest, be geared to the profits of the 
company. Consequently, the financial burden placed ona 
company accepting such a loan would vary from year to year 
in step with the company's profits. In lean years the 
company would have an obligation to repay a smaller portion 
of the loan than in years which were more profitable. 

Such an arrangement would amount to a loan which is refinanced 
to suit a company's changing circumstances. It might even 

be possible to establish the loans on a MILE bY miit Basie 

It is unlikely, however, that this would appeal to companies 
which own several mills since they would lose the option of 
allocating funds from one mill to another inorder “t6 qualify 
for the refinancing of their loans under the scheme. 

The kind of loan being discussed here would make the 
loan of a specific amount more acceptable to a company. 

It would also go some way towards taking account of a company's 
cash flow situation. This factor was not emphasized in 


the earlier sections of this report because it is difficult 
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to treat it in a systematic fashion, without;the necessary. 
detailed information for each company. The problem is that 
the costs Of pollution control “are not spread” evenly vover 
the life of the equipment but tend to be concentrated primarily 
in the first year when the capital equipment is installed. 
Consequently, a company may not have the available funds at 
the appropriate time to finance the expenditure. One way of 
resolving, this) difficulty -is; for” the company to take yout 
a loan and by this means to convert the temporally uneven 
requirement for funds to an equal annual payment over many 
years. (The device used throughout of converting the costs 
of pollution control into a stream of equivalent annual 
payments may be interpreted as the repayments on a loan sufficient 
to cover the pollution control costs to the company using a 
15% interest rate). 
D. Financial Assistance and the Kind of Pollution Control . 
The analysis of the pollution control options available 
for the Eddy mill at Espanola and the Abitibi mill at Iroquois 
Falls showed that some options were considerably more 
capital intensive than others. This is the primary reason 
why the depreciation allowances reduced the costs to the 


companies of some pollution control programmes by a greater 
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percentage than others, since depreciation allowances 
only affect the costs to the company of the capital equipment 
and not the operating and maintenance costs. By the same 
token the provision of direct financial assistance can 
lead to a company choosing one pollution control programme 
rather than another merely because of a difference in their 
capital intensity. For example, if the government were to 
give grants or tax credits to mills which installed new pollution 
control equipment but did nothing to reduce the costs to the 
mill of maintaining and operating the equipment, then the 
mill's choice of a pollution control programme will tend to 
be biased in favour of capital intensive programmes. Not 
only could this lead to the choice of a programme that is 
more costly in total, with a greater burden on the government , 
than is otherwise necessary, but it would create fewer jobs 
than would be available in a more labour intensive system 
of poliuticn’ control 

This problem, which currently exists in connection with 
the accelerated depreciation allowances, can be avoided by 
direct or indirect assistance which treats all pollution 
control expenses equally. Reduced interest rates on 
government loans for pollution control would be preferable 


On these grounds, to capital grants. 
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Accelerated depreciation, if it is to be retained, 
could be modified to avoid the bias it gives to capital 
intensive pollution control programmes. One way of doing 
this would be to stipulate that the sum eligible for 
accelerated depreciation would be some portion of the capital 
costs of pollution control,asay, (80%;~plus uthe), average 
annual operating and maintenance costs of the equipment. 
This would mean that capital intensive programmes would be 
penalized relative to labour intensive programmes in that 
average annual operating and maintenance costs are higher 
the one labour intensive is the pollution control 
programme. 


Ce The Administration of Direct Financial Assistance 
Programmes 


TEE NOS BSS ANAS ES PEL ee Sd a Re eee ee a 
The administration of direct financial assistance 
requires that some criterion of eligibility be established. 
One of the problems with this is that financial assistance 
programmes which are the easiest to administer tend to be 
the least effective in achieving the desired goal, which, 

in this case is more effective pollution control. For 
example, the Ministry of the Environment might pay 


for a fixed percentage of the costs of installing pollution 


control equipment, or what amounts to the same thing, 
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give a tax credit related to pollution control expenditures. 
(The refund of sales tax on pollution control equipment 
is this form of assistance.) Those companies which are 
reluctant to spend any money on pollution control which does 
not show a cash return will still find pollution control 
an unattractive form of expenditure. Other companies 
which were going to install equipment in any case will ob- 
viously welcome the financial assistance, but it will not 
lead to any extra pollution control. It is only the companies 
which are legitimately short of funds and which would other- 
wise install equipment, that would respond favourably 
to this form of financial assistance. 

The same argument can be made about government loans 
at reduced rates of interest. This does not make pollution 
control profitable and so will not induce action by unco- 
operative companies. And of those companies which take 
advantage of the loans, some would have put in pollution 
control anyway. 

Amore effective way of administering a financial 
assistance programme than by this kind of across the 
board approach would be to attempt to make the funds available j 


only to those companies which will respond by introducing 
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more pollution control than they would in the absence of the 
financial assistance. Such a policy might be made to work 
given the Ministry's knowledge about the companies which has 
been obtained in the administration of the current policy 
during the past few years. It would, of course, be unsound 
to rely on the companies' claims in this regard since no 
company will wish to disqualify itself from financial assistance 
by admitting that it would spend money on pollution control 
even without the assistance. The trouble with a programme 
such as this is that it allows a great deal of discretion 

to those who administer it. It may also be considered in- 
equitable to provide funds to companies which have been 
unco-operative in the past, and to exclude those companies 
which have incurred expenses for pollution control or are 
Walling to do” so tn the future. 

Depending on the scale of programme envisaged, direct 
financial assistance of the kind considered in this section 
can be expensive for the government and yet be ineffective 
at the same time. Attempts to make it more effective may 
allow too much discretion and be inequitable. Nevertheless, 
direct financial assistance has an important advantage over 
indirect financial assistance: the government's share of 
the costs of pollution control in the industry is made 


clear instead of being hidden in the mysterious operations 
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of the tax system. For this reason alone, there is a 

good case for substituting direct for indirect 

financial assistance, at least on the part of the Provincial 
Government. In the next section this change in policy 

is considered as part of a suggested policy programme 

for pollution control in the pulp and paper industry. 


E, iss ge aa sabmae ciel rae ATG 
FROM THE ONTARIO PULP AND PAPER INDUSTRY 


.l. General Description 


In the previous sections of this chapter a wide range 


of policy instruments for pollution control have been examined. 


Many of the instruments which are currently in use or might 
be considered for adoption in the future were found to be 
deficient in some important respects. The purpose of this 
Section is to present a policy programme which would avoid 
some of the more serious problems that have been mentioned. 
At the same time, however, the programme to be described is 
sufficiently similar to the existing provisions that its 
introduction would represent no more than an evolutionary 
change in policy. 

The suggested policy programme consists of the following 


instruments: 


a 


pee: 


le 


(1) 


(2) 


(4) 
(5) 
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Effluent objectives established by the Ministry 
of the Environment, based on ambient quality standards 
and alternative uses of the receiving water. 
Fines, control orders and stop orders for regulating 
the discharge of all contaminants other than BOD5 
and suspended solids (SS). The discharge of BODs5 and 
SS would also be subject to regulations by fines, con- 
trol orders and stop orders in exceptional circumstances. 
A pollution control delay penalty levied on mills 
which fail to reduce their discharges of BOD, 
and SS at a prescribed rate. 
Refund of sales tax on pollution control equipment. 
Either: 
- the existing system of accelerated depreciation 
for pollution control equipment, 
OR 
- modified accelerated depreciation to avoid 
the bias in favour of capital intensive methods 
off polLlutromcontrol, “erg. "the’sum telligible for 
accelerated depreciation could be calculated 
as follows: 
80% of the capital cost + average annual 


operating and maintenance costs. 


Sy eee 


(6) Either: 
- Loans at market rates of interest with a 
fixed schedule of repayment. 
OR 
~ Loans at market rates of interest with 
repayments geared to the financial circumstances 
of the mill. 

The only instrument in this policy programme which has 
not been discussed so far is the pollution control delay 
penalty. This novel instrument will form the main subject 
of the remainder of this chapter. 

2. Pollution Control Delay Penalties 

The purpose of a pollution control delay penalty is 
to provide mills with an economic incentive to reduce their 
effluent at a steady rate until the Ministry's objective 
for the mill is achieved. The imposition of a delay penalty 
would be in contrast to the current policy which makes it 
advantageous for a mill to delay pallution control. so. as to 
postpone expenditures on unprofitable activities. 

A Sarre fen control delay penalty (PCDP) can be 
designed in several ways, but only two PCDP's (PCDP1 and 
PCDP2) will be examined here.* These are defined according 


to several characteristics: 
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A simpler formulation of a pollution control delay penalty 
is presented in the Summary and Cpdate to this report, 
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a. PCDP1 and PCDP2 Defined 

(1) Effluent objectives would be set which could 
differ according to the location of the discharge. 

(2) The effluent objectives would be subject to revision 
at prescribed intervals. 

PCDP1 

(3a) A charge would be levied on the annual discharge 
of BOD, and SS. (Other feasibly measurable contam- 
inants could also be included if desired). 

(4a) A refund would be given to dischargers based on the 
reduction in effluent from some previous time period 
to the present one, e.g. one year to the next. 

PCDP2 

(3b) A charge would be levied on the annual discharge 
of BOD, and SS, as a proportion of the amounts 
specified by the effluent objective. 

(4b) A refund would be given to dischargers based on the 
reduction in BOD, Sich SSuste Si) PUOpPOt1ONn,.o£ athe 
amounts specified by the effluent objective from 
some previous time period to the present one, 

e.g. one year to the next. 
PCDP1 and PCDP2 


(5) The charge rate and refund rate would be the same 


For all mrils:-. 
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(6) 


(7) 


(8) 


(9) 
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The charge rate and refund rate would be subject 

to revision at prescribed intervals. 

The charge rate would not be less than the refund 
rate. 

For any mill, the refund in any year could not 
exceed the payment of the charge for that 

year. Unpaid refunds could be carried forward. 
Appropriate conditions would be imposed so that 
once a mill meets the effluent objective there would 
be no additional economic incentive for further 
reductions in effluent until the effluent objective 
is reviewed and raised. 

Only those mills which exceed some specified 
quantity of discharge would be included in the 


scheme. 


ha PCDP1l and PCDP2 Compared 


The rationale for selecting these characteristics 


will become clear in the discussion which FoLrtrouws > ~— Ft 


is sufficient to note that both schemes Operate in a way that 


allows a mill to reduce its effluent discharge at a pre- 


determined rate over a period of years, so that what it pays 


for discharging effluent and what it receives for reducing 


its discharge just balances out. This means that a mill 
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which keeps to the appropriate schedule for pollution con- 
trol is not penalized by either of the schemes and incurs 

only those costs directly associated with pollution control. 
Pomill is’only*penalizea:f£ at \faris to reduce its effluent 
discharge from one year to the next at a sufficient rate to 
qualify it for a refund large enough to make its net igabi lary 
for that year equal to zero. It is for this reason that the 
schemes are designated pollution control delay penalties and, 
as such, are very distinct from the effluent charge schemes 
that were discussed in the previous section. 

The key difference between the two PDCP schemes is the 
bases on which the charge and refund are calculated. PDCPIl 
employs the absolute discharge of effluent and the reduction 
in the discharge. PDCP2 employs the discharge of effluent 
and the reduction in the discharge relative to the amount 
permitted by the effluent objective. If all mills were sub- 
jected to the same effluent objectives, then there would be 
no difference between the two schemes. 

The difference comes about when mills are subjected to 
different effluent ebjectives. For each mill, under either 
scheme, there is a quantity of effluent that it can discharge 
in a given year without being liable for a net payment. The 
essence of both schemes is that this "no charge" quantity declines 
through time until the effluent objective is achieved. Un- 


der PDCP1, if two mills exceed the "no charge" quantity 


a 


by the same amount then, irrespective of the fact 

that different effluent objectives apply to the mills, 

they will be subject to identical pollution control delay 
penalties. Under PCDP2, however, the two mills may exceed 
the "no charge" quantity by the same deine sad yet the mill 
which is subject to the more stringent effluent objective 
will be liable for a greater pollution control delay penalty 
than the other mill which is required to meet a more lenient 
objective. 

These points can be clarified with the use of some 
simple mathematics. Only one type of effluent is assumed. 
The refund is based on effluent reductions from one year to 
the next and the charge and refund rates do not change. 


The following symbols are defined: 


Ny = pollution control delay penalty in year t (S$) 

PY = payment by the mill for discharging effluent in year 
t 9) 

Ry = refund .received by, the mill in vear £. (Ss) 

p = the charge per unit of effluent discharged in 


year t (S$/1b) 

r = the refund per unit of effluent reduction from year 
breloto vear 4. (S/1h) 

b = a charge rate applied to the ratio of the effluent 


discharge to the effluent objective in year t(S$) 
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d = a refund rate applied to the ratio of the reduction 
in effluent discharged from year t-l to year t, 


to the effluent objective (S$) 


2 = the effluent objective (lbs) 
Wy = the effluent discharged in year t (lbs) 
we = the effluent discharged in the base period (lbs) 


(i.e. the effluent discharge from which the 
first reductions are calculated). 
The two pollution control delay penalty schemes may each 


be described by several statements: 


PCDP1 
Nor eee ie nR 1 
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t O° t cet 
fo if W< Ss 
Poe fe tows. Geswiee Be 
Pee t 
PCDP2 
Seay ame ow, 
< 
Behe re. 2:2 
ee a che 
d rat AnD 
<a Lae Lees 50 Sp. : 
Ria mr gata t) piedoit 
WoW ae We = § 
7 5.2 
Bee = . 
Henly EM? Ss 
S 


iriehate 401 


- 401 


Equations 1 define the pollution control delay penalty in 

year t as the difference between the payment for discharging 
effluent and the refund for having reduced the discharge. 
Equations 2 stipulate that the pollution control delay 
penalty in year t must not be less than zero, i.e. the 
government never makes a positive net payment to a mill. 
Equations 3 specify that the refund rate must not be greater 
than the charge rate. This would eliminate the possibility 
of a mill profiting by deliberately increasing its discharge 
in one year, and paying a penalty, only to more than recoup 
its costs in subsequent years by reducing its effluent 

and benefiting from the higher refund rate. 

Equations 4 allow a refund not receivable in year t, by 

virtue of equations 2, to be carried forward for receipt in 
future years. In PCDPl the refund is based on the absolute 
reduction in effluent discharged. In PCDP2 the refund is based 
on the ratio of the reduction in discharge to the effluent 
objective. 

Equation 5 states that there is no penalty if the discharge 

in year t is less than or equal to the effluent objective for 
the mill, inrespective of whether the discharge is a reduction 
from the previous year. If the discharge exceeds the objective 
then in PCDPl, the payment for discharging is levied on all 


the effluent at a constant rate per unit of effluent. 
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In PCDP2 the payment for discharging is levied on the 
ratio of the effluent discharged to the objective for the 
mill, providing the ratio is greater than one. (Note that 
the payment for discharging is not the same as the pollution 
control delay penalty, but is only one of its constituent 
parts). 

Using these equations it is possible to calculate the 
rate at which a mill must reduce its effluent each year so 
that it can avoid liability for the pollution control delay 
penalty. In the first year of PCDP1, with Wo ai Se 
Ny = PW, - EL We - W,) 6 
By rearrangement of 6: 

Ny = p + xw - rw i) 
Fe = zp 8 
WherenZ < sl by awartue of equation cl 


Substituting 8 into 7 and rearranging: 


Ny = pf (1+z)W, ~ ZW} 9 
= O 
For Ny 
- = 0 10 
pd (1+z)W, zw, } 
i.e. W = 7, W vee 
iL ere Saar 
14+2Z 
In general terms, Wy =. Kzis Wy si SZ 
14+2Z 
Since 2 < 1. it follows: that~< 
s a 
<< ES 
Wie ed Are 
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In the case where p = r, equation 12 says that the pollution 
control delay penalty for a mill will be zero in each and 

every year providing its effluent in each year is 50% of 

what it was in the previous year. If this rate of effluent 
reduction is judged too rapid for a mill to achieve 

at reasonable expense then the scheme may be easily modified to 
allow for a zero pollution control delay penalty with a 

slower rate of effluent reduction. 

In the first year of PCDP2, with Wo 2) aes 


Ny =p "1 ato Beate) 14 
S s Ss 


By setting d. = yb» (where.y.«<»,1. by virtuelof equation 3-2) 


and rearranging 14: 


Ny = 2 { (l+y) Wi = Was} LS 
For Ny = O 

wey 
Ww, eee Wo 16 


Equation 16 is precisely equivalent to equation 11. 

The difference between the two schemes is brought out most 
Clearly by comparing equations 10 and 15. For simplicity 
Z and y are assumed to be equal to 1. Equations 10 and 15 


may then be written as equations 17 and 18 respectively- 
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Puy PCDP),, WN, = Pp {2W, - wo} is, 
In PCDP2, N, = b {2w. - w_} 18 
1 S i fe) 
It isSobvious that if p'= b the two schemes are identical. 
S 


However, it was stipulated earlier that whereas p and b would be 

the same for all mills, S, the effluent objective, could 

differ among mills. 

In the case of PCDP1l a mill's effluent objective does not 

affect the value of the pollution control delay penalty that 

it can incur. With PCDP2, however, the value of the pollution 

control delay penalty does depend on the mill's effluent 

objective. Other things equal, PCDP2 is greater the more 

stringent is the effluent objective that is imposed on a mill. 
This feature of PCDP2 may be regarded as attractive 

in itself. If the effluent objective that is applied to 

a particular mill is relatively strict then this should 

reflect the degree of environmental damage that results 

in a failure to meet the objective. Since the costs of 

pollution control are normally positively related to the degree 

of pollution control that is to be achieved, a mill which is 

required to meet a stringent effluent objective may very well 


require a stronger economic incentive not to delay the necessary 
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expenditures on pollution control than a mill which has 
a less stringent objective to meet. This difference in incentives, 
is automatically built into PCDP2 even though the charge and 
refund rates are the same for all mills. With: PCDPI, huweveen 
it is only possible to achieve differential pollution. control 
dealy penalties among mills by subjecting them to different 
rates of charge and refund. Not only may different rates 
of charges and refund be considered inequitable by the industry, 
it would impose an unwelcome administrative burden on the 
agency that is responsible for setting the charges. 

The advantage of PCDP2 over PCDP1l is that the benefits 
of varying the pollution control delay penalty to fit the 
circumstances of each mill can be obtained by adjustments in 
the effluent objectives that are applied to the mills. 
In Ontario the guidelines and objectives that the Ministry 
of the Environment has established in the past have always 
been subject to review and revision by the Ministry. 
Consequently, the use of a system of adjustable effluent objec- 


tives is perfectly consistent with the past policies and practice 


of the Ministry. 


3. Assessment 


At the beginning of section E,. it was stated that the 


pollution control delay penalty is only one instrument among 
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several which constitute the suggested policy program. It 

is necessary, therefore, to consider explicitly the program 
in its entirety and to assess it in terms of the criteria 
which were used earlier in the chapter. There is, of course, 
no point in repeating the comments, criticisms and analyses 
that have already been made about many of the policy instru- 
ments that are included in this program, and so continual 
reference will be made to earlier sections of the chapter 


so as to avoid unnecessary repetition. 


a. Environmental Effects 

The environmental effects of this policy program 
are the same as those that would be achieved if the Ministry's 
current policy was effectively imposed. (See chapter LV i 
By penalizing delays in installing pollution control and 
by the provision of loans and accelerated depreciation, the 
government will induce the industry to approach and eventually 
adopt the degree of pollution control that is currently embodied 
in the established guidelines and objectives. 

In the process of achieving the prescribed effluent 
objectives, it may be deemed desirable to revise the objectives, 
panticulaxnly WifrPeCDP2iist used! and-more effective penalties 
are required to insure action by uncooperative mies. eine 
point remains, however, that the suggested policy program 
will provide markedly increased incentives for action over 
the existing situation such that the environmental goals of 
the Ministry, which have been all too often frustrated by the 


inactivity of the pulp and paper industry, may very well be 
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achieved within the space of a few years. 


dD; Cost to the Company 


As explained in detail in previous sections, the 
cost to companies of pollution control depends crucially 
on the fiscal situation of the company. It has already 
been shown that accelerated depreciation can make a sub- 
Stantial contribution towards shifting the costs of pollu- 
tion control from companies to the Government. At present, 
the system of accelerated depreciation favours capital 
intensive methods of pollution control and it is for this 
reason that a modified form of accelerated depreciation 
is suggested on page 389. This would be a clear improve- 
ment on the existing system. It might be preferable, 
however, to replace accelerated depreciation with tax 
credits for pollution control, as discussed in section IV. 
However, the importance of adopting new policies step-by- 
step suggests that such a change in fiscal policies might 
more eaSily be made after the other policy instruments in 
the program have been in operation for some time. 

Once again, the cost to the company of the suggested 
policy program should not be very different from the costs 
of the current program were it to be implemented. Providing 
the pollution control delay penalty is sufficiently large 
to induce the required action, no company will actually pay 
a penalty for delay. Consequently, the only costs companies 
will incur are the costs of meeting the existing effluent 


objectives (see pages 330-336). 
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The overall financial burden on the companies would further 

be reduced by the provision of loans with the repayments 

geared to the financial circumstances of the mill. Therefore, 
if anything, the costs to the company of the suggested policy 
program will be less than those associated with the implementa- 


tion of the Ministry's current policy. 


Ce Cost to the Provincial and Federal Governments 

Just as an effective pollution control delay penalty 
will not involve payment of the penalty by companies, so it 
will not raise revenue for the provincial government. The 
cost to the two levels of government, therefore, should 
remain the same as the costs already estimated on pages 336-340 
that would be associated with the enforcement of the current 
DOLUCyE 

Changes in the method of accelerated depreciation 
need not involve changes in the cost to government of 
this form of subsidy. The loans for pollution control, 
being at market rates of interest might affect the govern- 
ment's budget requirements but would not of themselves 
impose a cost on government. 

Me’the pollutron control delay penalties did result 
in substantial revenues then this would indicate a failure 
of the system which could» be remedied” by raising the charge 
and refund rates in PCDPl and PCDP2, or just by changing 
the effluent objectives in PCDP2. In either case there 
would be no lasting source of revenue from these penalties 
if this were done. 

Source: Ontario Ministry of the Environment 


Status of Industrial Pollution Control in Ontario 
Toronto, Appendix, Industrial Waste 410 


Discharges in Drainage Basin 
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d. Economic and Social Effects on the Area 
Surrounding the Mills 

The economic and social effects of the enforcement of 
the current policy have been discussed on pages 340-342. 
The suggested policy program, if adopted, would be an 
effective way of achieving the goals of the current policy. 

Some differences in effects might result if the modi- 
fied accelerated depreciation was introduced since it would 
encourage more labour intensive method of pollution control 
than is the case with the standard form of accelerated 
depreciation. This would tend to mitigate any unemployment 
effects of the pollution control policies. A system of 
tax credits would be even more useful for this purpose 
Since it would assist those companies which are making insuf- 
ficient profits to take full advantage of accelerated depre- 


ciation allowances. 
e. Equity 


The key issue that arises with respect to equity con- 
cerns the application. of ~pollution control policies ‘tora 
particular industry, albeit the one which is responsible 
for so much of the water pollution in Ontario. Perhaps 
the only really satisfactory solution to this problem is to 
apply the policy program to all establishments which discharge 
more than some specified quantity of wastes. Table v1 10 shows 


the number of plants in each of several industry groups which 
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TABLE VI 10 


INDUSTRIAL DISCHARGES OF BOD, AND SUSPENDED SOLIDS IN 


Industry 


Pulp & Paper 


Mining & 
Metallurgical 


ONTARIO ~1973 


Average Daily Discharge lbs/day 


ea 
Basic Iron 


and steel 


Food Processing 


Metal Working and 


Processing 


TOTAL 


1973 


1)SS in excess |(2)BODS in excess ((3)At least one 
of 3,000 of 10,000 OL ire) 


eitsoaten 9 wel ees cones Size ; 
ee i 
; ; 


; 
UY) 


a 


Source: Ontario Ministry of the Environment, Status of 


Industrial Pollution Control in Ontario, Toronto. 


Appendix, Indusrial Waste Discharges on Drainage 


Basin, basis.) 19/2. 
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had average daily discharges in 1973 in excess of 

10,000 lbs. “BODs and’ 3,000 :lbss» SS.. ,<Ofwthe 37-plants 

that exceeded one or other of these levels of discharge, . 

23 of them are in the pulp and paper industry. This means 
that by using these 'qualifying standards' of BODs and SS 
discharges, the majority of pulp and paper mills are included 
in addition to a few important discharges in other industries. 
It is more equitable, however, to apply an environmental 
policy program to companies on the basis of explicit, environ- 
mental criteria rather than on a criterion of industry mem- 
bership. This avoids the criticism that a particular industry 
is being unfairly singled out for harsh treatment by the 
government especially when it is good sense, from an environ- 
mental viewpoint, to address the policy program to all plants 
which are substantial dischargers of effluent. 

Whether or not it is sufficient to base the pollution 
control delay penalties on BOD, and SS alone is an issue 
which need not be decided here. Other obvious candidates 
for inclusion in the scheme are COD and total dissolved solids. 

If they are not included then they will have to be regulated 
by the traditional methods which will be applied, in any case, 
to those plants which discharge less than the qualifying 
standards for BODs and SS. 

One other issue of equity remains and that concerns 
fair treatment of Ontario's industries with their counterparts 


and competitors in other jurisdictions. 
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It bears reiterating that the thrust of the suggested 
policy program is towards the fulfillment of the 
Ministry's objectives for each mill. If it is judged 
that this would be unfair to the companies concerned 
then it can only be concluded that what is unfair are 
the existing effluent objectives which would be re- 
tained under the suggested program. On the other hand, 
if the effluent objectives are deemed equitable, and 
by comparison with other jurisdictions they are none too 
harsh (section III-F), then a policy program directed 
towards ensuring that they are met cannot properly be 
regarded as inequitable merely because of the costs 


involved in meeting the effluent objectives. 
EF Administration 


The only part of the suggested polluti onwcontrot 
program which raises serious questions of administrative 
feasibility is the pollution control delay penalty. 

These questions relate to the designation of which ef- 
fluents are to be included, the measurement of the ef- 
fluents, the setting of the effluent objectives, the use 
of any funds received as penalties. 

The first two items are closely related since an 
effluent must be measurable within some tolerable degree 
of accuracy if the measurements are to form the basis for 
a pollution control delay penalty. At present, the mills 
are responsible for most of the effluent monitoring in 
Ontario supplemented by measurements taken by Ministry 


officials. 
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The well known difficulties of measuring even the most 
basic effluents: BOD5 and SS, suggest that account must 
be made for the errors which are unavoidable. Several 
options are available none of which is clearly superior: 

- require company measurements according to standardized 
procedures with spot checks by the Ministry. 
Deliberate fraud, though difficult to demonstrate, 
would be a criminal offence. 

- require company measurements according to standardized 
procedures, with spot checks by the Ministry. 

Adjust measurements of current discharges downwards 

by some specified percentage for the purpose of 
calculating the penalty. This would avoid penalizing 
companies merely because of unavoidable measurement 
errors. Deliberate fraud ,which will be less likely 
than in the previous issue, would be a criminal offence. 

- use the arithmetic average of company measurements 
and Ministry measurements for calculating the penalty. 


An automatic error adjustment could also be used. 


Once the effluent measurements are made, according to 
whatever principle is decided upon, they must be combined 
in an index for the purpose of calculating the pollution 
control delay penalty. An example of such an index is: 


W BOD seat: q,Ss 


ei Tyas 


Wy is a measure of effluents discharged in year t. 
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It is the weighted sum of BODs and SS where q, and G5 are 
the weights given to a discharge Of LelbroL BOD and! op 
respectively. (Other effluents could be included if 
desired.) The weights should be related to the environ- 
mental damage associated with the discharge of the various 
effluents that are included in the scheme. 

The charge and refund rates can be established in 
two main ways. They can be set directly by the legisla- 
ture and periodically revised by that body, .or they. can 
be set and revised by the Ministry according to principles 
laid down by the legislature. These Brides ples might 
include rate setting hearings at which interested parties 
could state their case. In any event, if the pollution 
control delay penalty is to be effective, it must be greater 
than the savings a company can make by not making the neces- 
sary expenditures on pollution control. The intensive study 
of two mills that is reported in Appendix G indicates that 
a delay penalty of l cent/lb of BODs would induce some pol- 
lution control measures at both mills and a delay penalty 
of 2 cents/lb of BOD, would lead to quite substantial pol- 
lution control measures though not enough to meet the 
Ministry's current requirements. With the inclusion of sus- 
pended solids, however, the delay penalty would be more 
effective for BOD, as well in so far as reductions in suspended 
solids also have some effect in reducing BOD, - 

The selection of the appropriate charge and refund 
rates is directly related to the ease with which they may be 


revised once they have been set.- 
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If such revisions are likely to be reasonably simple, 
and this depends on the administrative procedure that is 
used, then the choice of the initial rates is not as 
crucial as it would be if rate adjustments are Lakes to 
prove problematical. As was noted earlier, the advantage 
of PCDP2 over PCDP1l is that the size of the penalty can be 
adjusted by changing the effluent objectives as well as or 
instead of the charge and refund rates. Since these have 
always been subject to revision in the past, changes in 
the effluent objectives may provide a more flexible means 
of altering the pollution control delay penalty than by 
relying on adjustments in the charge and refund rates. 

If the pollution control delay penalty proves 
effective, it will not raise any significant sums of 
money in revenue. Indeed, such revenues will be a sign of 
failure which can be remedied by raising the penalty 
to a level that companies will avoid by installing pollution 
control on schedule. Any revenues that do result, however, 
will have to be disposed of in some way and it would seem 
that normal fiscal practices should apply. This means 
that the revenues would go to the provincial treasury rather 
than towards financing a specified function. Apart from 
being consistent with the traditional separation of the 
Government's revenue and expenditure decisions, this would 
avoid the possibility of relating the success of some 
other policy which involves government expenditures to an 


uncertain source of revenue. 
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ry Conclusion 


The policy analysis presented in this chapter is 
by no means conclusive. Many issues have been raised 
which merit further examination and discussion., where 
is obvious room for more empirical work to test the 
assumptions, hypotheses and conclusions which occur 
throughout the chapter. However, the study of which 
this chapter is a part, was never intended to provide 
the final word on policies for pollution Control sinuehe 
Ontario pulp and paper industry. It was undertaken to 
provide information about the industry, to examine the 
problems of pollution and its control by the industry, 
and to present suggestions for new policies. 

It is hoped that the data and arguments contained in 
this study will lead to a better understanding of the 
issues involved and that they will provide the basis for 
the development and implementation of new pollution control 


policies in the Province of Ontario. 
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